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BUSINESS AND ECONOMICS: 
A PLEA FOR TEAMWORK 


DR. BENJAMIN HIGGINS 
Professor of Economics, McGill University 


(An address delivered to the Montreal Branch of the 
Kiwanis Club, April 26th, 1945) 


NE of the reasons for Canada’s success with wartime economic 
policy has been the co-operation of business men with professional 
economists. Wartime economic policy has been largely formulated by 
professional economists in consultation with businessmen (and others), 
and it has been administered by businessmen (and others) in consultation 
with professional economists. This same sort of teamwork must be 
carried over into the postwar period if our economic policy is to be 
equally successful in meeting the problems of peace. The general nature 
of these problems and of the policies needed to deal with them are quite 
clear; but the adoption and administration of the necessary policies 
require business support. The support of agriculture and labour is also 
needed, but at the present time there seems to be more danger of a rift 
between economics and business than between economics and either of 
the other two groups. The purpose of my remarks today is to analyse 
1 
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the expressed reason for business mistrust of economics, to state briefly 
some reasons why economists, in turn, have migivings regarding business 
and, finally, to present some suggestions as to how mutual distrust can 
be eliminated and a united front established. 


I—WHuHy BUSINESS MISTRUSTS ECONOMICS 


There seem to be four major reasons why business distrusts 
economics: First, economists are regarded as “impractical, long-haired 
theorists”; second, it is argued that economics is not a science; third, 
it is felt that all economists are radicals; fourth, economists are con- 
sidered incompetent because they earn less than business men. 


Economics Is Impractical 

It is true, of course, that most economists have “never met a pay- 
roll.” It is also true that business experience can be a useful supplement 
to the economist’s training, as is evidenced by the contribution to the 
content of economic knowledge made by business men who have studied 
the subject carefully. The work of economists with business experience 
is, however, not clearly distinguishable from the work of other 
economists; indeed, some of of the most highly “theoretical’’ work has 
been done by “practical” men . . . witness the writings of Vilfredo 
Parato (a successful engineer before becoming Professor of Economics 
at Lausanne) and in our own country and times, of H. G. Littler, of 
Canadian Industries Limited. Moreover, a knowledge of business in 
itself is, in no sense, a knowledge of economics. To argue that business 
experience provides a basis for determining economic policy is like 
arguing that anyone who has ever been sick can practice medicine. A 
surgeon who has himself had appendicitis may possibly perform a more 
perfect appendectonomy than one who has not; but most people would 
rather have their appendix removed by a surgeon who had never had 
appendicitis than by someone who has had appendicitis but who has no 
medical training. In the same way, a detailed knowledge of the problems 
and administration of a particular business is not equivalent to under- 
standing of the economic system as a whole, and only the specialized 
training of the economist is really adequate for dealing with general 
economic problems. 


It is also true that the study of economics may lead to no immediate 
increase in business profits, and that recommendations of economists 
sometimes reduce profits. However, “practical” and “profitable” are 
not synonymous. Policies designed to restrict output and raise prices 
may be practical for the business man in the short run; they are quite 
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impractical for the consumer, and may prove impractical for business 
in the long run if the ire of the consuming public is sufficiently aroused. 
Similarly, a policy of resisting wage increases may be “practical” for 
business in the short run, but is “impractical” from the workers’ point 
of view, and may also prove impractical for business if insufficient 
purchasing power is available to provide markets for its products or if 
it leads to a general strike. Some policies are practical, even if painful 
for business; and there is surely nothing “practical” about loose or 
wishful thinking, or short-sighted selfishness, or ostrich tactics. 
Economics has shown its practicability in wartime control . . . it 
has worked, because for once it was given a chance. 


Some business men object to the use of abstraction in economic 
analysis. Abstraction is, however, essential for scientific analysis of any 
kind. The law of gravity was not developed by watching apples fall and 
feathers float, but by performing experiments in a vacuum, in which 
abstraction was made from the influence of air currents, atmospheric 
pressure, changes in temperature, and so forth. When aiming a bomb, 
all these forces, that have been purposely excluded in order to isolate 
the operation of gravity itself, must be reintroduced into the analysis. 
In the same manner, it is necessary for economists to isolate certain 
forces in order to study them successfully; but before making recom- 
mendations for policy they must reintroduce all the other forces previ- 
ously included. The sin of the economist is not that he makes abstrac- 
tions, but that he sometimes does not resist the temptation to make 
policy recommendations on the basis of models that are still abstract. 
And, by the way, in economics nothing is “all right in theory” that 
“won’t work out in practice”; if it won’t work, a theory is either 
incorrect or incomplete. 


Economics Is Not a Science 


I do not insist that economics is a science, since the question is 
largely one of definition; but I do insist that economics is scientific. 
The methodology of economics is the same as in other fields universally 
accepted as sciences; and economic analysis is kept as free from value- 
judgments as possible. The business man’s failure to understand this 
fact is, I think, one of the major reasons for lack of sympathy between 
business and economics. The business man is inclined to think that 
economics is a matter of opinion, whereas it is rather a matter of 
rigorous analysis. Economics is, perhaps, more a matter of opinion than 
is physics, in the sense that there are more factors operating that are 
not subject to physical control. On the other hand, it is probably some- 
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what less a matter of opinion than medicine. What is essential in 
economics, as in medicine, is that the scientific basis of conclusions 
reached should be recognized and respected. If people said to their 
doctors, “You say I have appendicitis—that is just your opinion, and 
it is my opinion that I have constipation, and I shall accordingly take a 
laxative,” there would be more deaths from appendicitis. Perhaps the 
high mortality rates of business firms is partly the result of treating 
economics as “just a matter of opinion” 


In order to prove that economics is not a science, it is frequently 
contended that “economists never agree.”” Every business man has heard 
in one form or another the remark attributed to Mr. Churchill: “Whenever 
I ask the five leading British economists a question, I get six different 
answers—two from Mr. Keynes.” The progress of economics, as of other 
sciences, has been marked by vigorous discussion of questions on the 
frontiers of knowledge in the field. But no one who has perused economic 
literature with regard to postwar planning, can have escaped being 
struck by the almost monotonous adherence to the same general line 
of approach and the same general sort of recommendation. With regard 
to the major economic problems facing us today, there is no fundamental 
disagreement among professional economists worthy of the name.* 


All Economists Are Radicals 

The belief that all economists are radicals is closely associated with 
the belief that economics is not scientific. Indeed, once it is admitted 
that economics is a matter of analysis and not a matter of opinion, it 
becomes obvious that economics could not be “radical” in itself, any 
more than medicine. There are a few competent economists who are 
communists, some who are socialists, many who are liberals, some who 
are conservative, and a very few who are fascist. Differences in political 
views have surprisingly little effect upon the economic analysis of the 
people concerned. I could show you two books on the theory of wages, 
one written by a communist and one by an economist who was, at the 
time, an anti-socialist ; I would defy you to state which book was which 
from its content alone. When an economist becomes a party-line 
communist or a died-in-the-wool conservative, other considerations than 
those pertaining to pure economic analysis are always involved. The 
best economists are usually those who are not attracted to any “isms”; 
they assess socialism, fascism, and free private enterprise, not as ends 
1Half a century ago, the great Italian economist, Enrico Barone, remarked that 

there are only two schools of economists: good and bad. This statement is, if 

anything, more applicable today than ever. 
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in themselves, but as means of achieving commonly accepted economic 
ends, such as maintenance of full employment and optimum allocation 
of resources. 


Economists Do Not Make Much Money 

The final argument presented by the business man to prove the 
untrustworthiness of the professional economist is his relative poverty. 
True, in this country few economists in government or academic life 
earn more than $10,000 a year, and in the U.S. there are not many 
who earn more than $20,000. Why should anyone with any brains accept 
such paltry sums when he could earn so much more in business life? 


I think the answer to this question is apparent from its phrasing. 
I could mention several men whose incomes are extremely low relative to 
similarly placed men in business life and who, in my opinion, are doing 
extremely useful and intelligent work. Their names are Eisenhower, 
Patton, Montgomery, MacArthur, and the others. And surely it cannot 
be said that all Prime Ministers are stupid because they accept a job 
paying only $15,000 a year? And what of the Captains of Industry who 
have moved to Ottawa and Washington at salaries ranging from $1.00 
to $10,000 a year? Were they all men who suddenly lost their business 
ability ? 

Of course, this action on the part of business men was the result 
of wartime patriotism. But this is precisely the point. The patriotism 
of the governmental or academic economist is not limited to war periods. 
He knows that national emergencies are always imminent and the ideal 
of public service continues to guide him in peace as in war. Those 
academic economists who have chosen to do so have demonstrated their 
“practicality”, and ability to earn high incomes, in no uncertain terms. 
I think, for example, of Leon Henderson, former administrator of the 
O.P.A., who, after being forced out of his government job by business 
pressure on Congress, went into the business sphere and earned a 
reputed $100,000 a year; yet I am sure that Henderson would have 
preferred to stay at his $10,000 post in the government had he been able 
to do so; and indeed, he later returned to the government service. I 
think, also, of Beardsley Ruml, a former college professor, who is now 
treasurer of R. H. Macy and Co., and who is said to have saved his 
company his high salary many times over through suggestions for 
reorganization. I think, too, of that same Mr. Keynes (now Lord Keynes), 
mentioned by Churchill, who, as treasurer of King’s College, Cambridge, 
proved so astute an investor of funds that rumours of his operations 
caused fluctuations on the London Stock Exchange. W. C. Clark, now 











6 The Quarterly Review of Commerce 


Deputy Minister of Finance, is among the Canadian economists who 
have demonstrated ability in the business field. Virtually all economists 
face, often several times in their careers, the decision between a higher 
income and a higher degree of public service. I do not consider it to 
their discredit that they so often choose the latter. 


II.—WuHyY ECONOMISTS MISTRUST BUSINESS MEN 


The basis of the misgivings concerning business men on the part of 
professional economists is implied in the foregoing discussion. It consists 
of a feeling that the business man makes his decisions in terms of 
advantage to his firm rather than in terms of social welfare; that he 
lacks an objective and scientific approach to economic affairs and, conse- 
quently, too easily identifies the welfare of the economy as a whole with 
his own profits. Indeed, even so progressive a business man as Eric 
Johnston recently told a group of business economists that “a business 
economist, of course, has an overwhelming responsibility to his employer 
—the economist must serve his employer’s interest.” Economists feel 
that few business men deliberately sacrifice profit in order to improve the 
lot of the consumer or the worker. Under the rare conditions of “perfect 
competition,” there is indeed a certain identity of social welfare with 
maximization of profits. In the real world, however, where perfect com- 
petition is the exception rather than the rule, there is a basic conflict 
between the business interest and the general economic interest of 
maximizing the real income of society as a whole. I have even heard 
business men say that occasional depressions are a good thing, because 
they make it possible to force down wages. So long as such attitudes 
are expressed by business men, the economist, who is interested in maxi- 
mizing standards of living of society as a whole, will naturally feel that 
control of economic life cannot be safely left to business men alone. 


The second reason for lack of confidence in the business man is his 
tendency to substitute “opinions” and wishful thinking for objective 
analysis. An example of this kind of reasoning is the recent pamphlet 
entitled “This Housing Problem,” by Messrs. Boswell and Manning. A 
perusal of this pamphlet makes it quite clear that instead of analyzing 
the Canadian housing problem, the authors have deliberately set about 
to prove that government intervention in the housing field is undesirable, 
and have mustered any arguments they could think of to support their 
case. So prevalent is this kind of argumentative approach among business 
men that they are inclined to impute the same kind of tactics to others, 


1Eric A. Johnston, “Economists and the Economy,” Journal of Political Economy, 
June, 1944, p. 160. 
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including economists. The business man seems inclined to think that 
“economists favour public housing because they are all socialists”, and 
to doubt that anyone could reach such a position on the basis of objective 
analysis. I have even been told by a prominent mining engineer that, 
in his opinion, the best analyses are those that start by aking a position 
and then supporting it. This attitude is so directly contradictory to the 
scientific approach that the conclusions of business men are naturally 
suspected by economists. 


The economist also feels that the business man thinks too much in 
terms of symbols. The business man, for example, favours “initiative 
and enterprise,” and opposes “planning.” Surely everyone, whatever his 
political views, is really in favour of initiative and enterprise and 
planning ; questions arise only as to the institutional framework within 
which these desirable activities should proceed. Until the business man 
shows that he is no longer a slave to symbols, he will not be entirely 
trusted by the economist. 


III.—SOLUTIONS 


As the business man learns more economics, he will acquire a 
growing sense of identity of his long run interest with the general 
interest (as distinct from the reverse relationship). He will understand 
that unless the problems of unemployment, waste of resources, and 
maldistribution of income are solved, business itself is not safe. He will 
know that “Poverty anywhere threatens prosperity everywhere.” He 
will recognize that the long-run interest of business may require very 
substantial sacrifices and concessions in the short run. Similarly, as the 
economist learns more about business behaviour, he will be in a better 
position to discuss business problems in terms the business man under- 
stands. Then only one thing more will be needed to eliminate the 
barriers between economics and business: namely, agreement as to 
economic objectives. Among economists such agreement already exists. 
Almost no professional economist would deny that full employment is 
the primary objective of economic policy at the present time. Efficient 
utilization of resources, stability of prices and foreign exchange rates 
and correction of the maldistribution of income are other objectives that 
have wide acceptance. There is no doubt in my own mind that these 
objectives add up to long-run prosperity for business, as well as for the 
community as a whole. 


I have three concrete proposals to make. One is to broaden the 
activities of Schools of Commerce in our Universities. These schools 
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should not only provide students with tools that will prove useful in 
business life, but should inculcate them with understanding of the 
nature of general economic problems and their solutions. They should 
instil in their students a sense of “professional ethics” in which not 
merely the welfare of the business community, but the interest of society 
as a whole is taken into account. As professionalism within the ranks 
of business grows, the rift between the economist and the business man 
will gradually disappear. 


Second, the recent tendency towards exchange of personnel among 
government, business and academic institutions should be encouraged. 
One of the contributions of the war has been the discovery of mutual 
interest of business, government and academicians through cooperation 
in the war effort. Similar cooperation in tackling the problems of peace 
will do much to develop smooth-working economic policy. 


Finally, more meeting grounds for economics and business should 
be provided. One of the best types of meeting ground is an economic 
research organization in which business men collaborate with professional 
economists in studying matters of common interest. In the United States 
there are many such organizations: The National Bureau of Economic 
Research, the National Industrial Conference Board, the National 
Planning Association, the Committee for Economic Development, the 
Council for Foreign Relations, and others. There are also some in 
Britain. So far we have no such organization in Canada. The establish- 
ment of a Canadian Bureau of Economic Research, which would provide 
facilities for professional economists to do scholarly research on subjects 
of mutual interest to business men and economists alike, with the active 
participation of business men in the discussion and direction of research, 
would go far towards achieving the mutual understanding and trust 
that is necessary to maintain prosperity and peace. 














MUNICIPAL SECURITIES 


A. C. COCHRANE 


Manager, Municipal Department, Harrison & Company, Limited 
Investment Dealers 


* . * 


Municipal Securities in the Retail Market 


OR a number of years municipal securities have been neglected by 

retail salesmen and buyers alike. This has been due, in part, to a 

scarcity of offerings, but to a much larger extent it has been due to lack 
of knowledge on the part of both salesmen and their clients. 


Prior to the industrial depression, municipal securities were pur- 
chased practically “sight unseen” by both institutional and individual 
investors. It was generally believed that municipal securities, along 
with Dominions and Provincials, could be purchased with the certainty 
that interest would be paid according to the terms of the issue and that 
the principal amount would be repaid on the due date. During the 
depression, however, large numbers of municipalities were unable to 
meet their obligations. At this time financial institutions became aware 
of the fact that a study of the finances of a municipality is just as 
important to the investor as the analysis of an industrial corporation. 
Most of the financial institutions thereupon established municipal 
statistical departments, first of all to determine the value of investments 
then held in their portfolios. As the analyses of these situations were 
studied, it became apparent that the large majority of municipalities 
were actually sound, and that those which had not been able to meet 
their obligations had failed to adhere to certain basic principles, or 
had not been able to meet certain basic requirements of sound municipal 
finance. Commencing about 1934, as a result of these investigations by 
financial institutions, there was a revival of institutional buying of 
municipal securities. 


In the municipal reorganizations of the 1930’s, the experience of 
the investors was so favourable that, in addition to institutional buying 
of the municipalities which had come through without reorganization, 
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there came into the market a substantial demand for reorganized muni- 
cipals. This buying was largely confined to institutions who had access 
to extensive information regarding the finances of these municipalities, 
and who knew that they had been reorganized on the basis of the mini- 
mum ability to pay under the most stringent conditions in the country’s 
economic history. 


However, it is not only institutional purchases that have caused the 
rapid improvement in the municipal market. There are several basic 
factors in municipal finance that are only now gaining recognition on 
the part of investors generally. There are the following: 


(1) A municipal debenture is secured by the credit of the muni- 


(2) 





cipality at large and is thus a direct charge on the taxable 
assessment of that municipality. This is a direct tax on property 
and cannot be taken from the municipality. The principal 
sources of taxation of the provinces, on the other hand, have 
always been shared with the Dominion Government and, 
during the period of the war, we have seen two of the chief 
sources of provincial revenue, namely, income tax and suc- 
cession duties, assumed by the Dominion Government in ex- 
change for “fixed amount” subsidies. The only other major 
sources of revenue to the provinces are profits on the sale of 
liquor, gasoline and automobile taxes. Thus the municipalities 
enjoy a tangible and realizable source of direct revenue, whereas 
the provinces under present conditions must depend to a large 
extent on the Dominion Government. 


Practically all of the provinces in Canada have legislation on 
their books making it mandatory that municipal borrowings 
be repaid within a certain fixed term of years, either through 
annual instalments or through provision of a sinking fund. 
This is not true of provincial borrowings, where only a portion, 
if any, of the issues is provided for at maturity. This opens 
up the possibility which has become a fact in some of the 
Western provinces, that in periods when a province is unable 
to refund its obligations at maturity at a reasonable rate of 
interest, financial institutions, to protect. their entire invest- 
ment in the province, are obliged to refund their holdings of 
maturing issues and to provide sufficient additional funds to 
take care of the private investors who do not wish to reinvest. 
In municipalities, on the other hand, the funds are provided 
through the annual tax levy, the debenture holder is repaid 
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at maturity, and he has the opportunity of reinvesting in longer 
term maturities of the same borrower or, if he prefers, of 
investing in something else. 


(3) In cases where a reorganization became necessary, it was the 
policy in all provinces to refrain from writing down the principal 
amounts of the issues. In the Province of Ontario, in fact, 
there have been very few cases where there was an adjustment 
of any kind in current interest and, with very few exceptions, 
a large percentage of arrears of interest has been paid. The 
basis of practically all refundings has been to extend the 
maturities, thus reducing annual debt charges by spreading the 
annual instalments over a longer term of years. Thus, with 
reasonable levies providing for these annual maturities, even 
the reorganized municipalities are now on such a basis that 
the repayment of the principal amount at maturity is, in 
practically all cases, a certainty. 


Type of Municipal Securities 

1. Direct Obligations—This covers the most important category of 
municipal borrowings in Canada. Debentures issued in the names of the 
various municipalities themselves include borrowings for almost every 
purpose, such as schools, local improvements, public utilities, etc. These 
debentures are the obligations of the taxpayers at large and, if the 
particular service for which the borrowing is made is not capable of 
covering its own debt charges, the deficit must be levied for and included 
in the general rate. 


2. School Debentures—In many of the provinces the school boards 
borrow on their own credit, and this includes separte schools in Ontario. 
The school levy may be billed with the general rate or it may be included 
in a separate tax bill. In cases where there are two school systems, 
Protestant and Catholic as in Quebec, or Public and Separate as in 
Ontario, the tax levy for schools is a charge only against that portion of 
the assessment which the property owners designate as taxable for one 
of the school systems. Debentures issued under the names of school 
boards or commissions should be investigated carefully as to their 
comparability with direct issues of the municipalities in question. This 
is particularly true of Separate School issues in Ontario, where the 
assessment taxable for Separate School purposes is comparatively 
restricted. 


3. Guaranteed Issues — Municipalities sometimes guarantee the 
issues of public enterprises, such as harbour commissions, hospitals, 
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new industries, etc. Generally speaking, these issues carry the pledge 
of the general credit of the guarantor and rank equally with the direct 
obligations of the municipalities themselves. There are also certain 
municipal issues guaranteed by the provinces. These obligations rank 
with the direct borrowings of the provinces in question. In all cases, 
however, the financial position of the borrower should be examined as 
well as that of the guarantor. 


Current Prices on Municipals 

One of the objections to municipal securities at current levels is 
the relatively small spread between the yields obtainable on municipals 
as compared with Dominion of Canada issues. However, the spread in 
yield on a percentage basis is almost as high as it ever was. When 
Dominion of Canada issues were selling at around 5%, municipals of 
the same term were selling on a 544% to 514% basis, with a spread of 
fron. 5% to 10% in the yield. This spread still exists, but is somewhat 
obscured by the fact that money has cheapened so substantially. It 
must also be remembered that the high yields prevailing on municipal 
bonds in former years were not only obtainable in a period of tight 
money, but were also in effect in a period of heavy borrowings. We 
hear much talk currently of heavy municipal borrowings to be expected 
after the war, and there seems to be some feeling that this will tend 
to bring municipal debentures into a higher yield level. It must be 
remembered, however, that the demand for choice municipals is currently 
far in excess of the supply, and this should continue to be the case even 
should there be the anticipated increase in borrowings. Municipal debt 
in Ontario alone is being reduced by some thirty million dollars 
($30,000,000) annually through serial maturities. During the war years 
there was virtually no borrowing to replace the securities maturing in 
institutional portfolios. In addition to the actual amount of maturities, 
there is the movement of municipal securities from the insurance com- 
panies to the banks, as they come into the short term range. No antici- 
pated volume of new borrowings can be looked for which will amount 
to very much more than a replacement of maturing issues. Consequently, 
it is difficult to foresee any tightening in the going rate for municipals 
other than what might be caused by a general tightening in money 
rates. 


Marketability of Municipals 

The obligations of the larger Canadian municipals have always 
commanded a ready market. Debentures of smaller municipals have 
been, from time to time, somewhat slow to move. There is no regularly 
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quoted market on most municipals, but at the present time a municipal 
debenture can be sold very readily through an investment dealer. In 
selling municipals, however, one must be prepared to state frankly that 
the same degree of marketability does not exist in municipals as in 
Dominions and Provincials. It can be said, however, that any reputable 
investment house should be prepared to quote a market on its former 
underwritings. 


How to Value Municipal Securities 

There are two basic factors entering into the value of a municipal 
security as well as in any other security. These are, the ability to pay 
and the will to pay. The ability to pay can be established to a large 
extent from available statistics. The will to pay, however, is an 
intangible, and is to a large extent established only as a matter of 
opinion. We shall deal first of all with the establishment of relative 
ability to pay through the study of statistics. 


1. Population—In normal times a Canadian municipality should 
show a steady population increase through the natural growth in the 
population. These figures are distorted in war-time through enlistments, 
migration of war-workers and other factors. Any substantial decrease 
or increase in population should, however, be investigated. In the City 
of Brandon, for example, we found that there had been a very rapid 
increase in population during the war years, and found that this was 
due to the location adjacent to Brandon of large military establishments 
and the consequent temporary residence in the city of servicemen’s 
wives and families. 


Conversely, in many rural areas and smaller towns, there has been 
a decrease in population, simply because enlistments and the concentra- 
tion of war-workers in industrial areas have not been replaced and will 
not be until after the war. If a substantial increase in population is not 
accompanied by an increase in assessment or an increase in building 
permits, one must assume that a portion, at least, of the increased 
population is of a temporary nature, and the cause should be determined. 


2. Assessment and Mill Rate—The basis of assessment in various 
municipalities varies to such an extent that there is very little com- 
parison as between municipalities in the statistics, and they can only 
be used as a guide to the trend in the individual municipality under 
consideration. 


In municipalities where there has been a large amount of residential 
building and where the future of the municipality to some extent depends 
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upon a continuance of development, the basis of assessment, i.e., the 
percentage of assessment to actual value, is significant when it is com- 
pared with adjoining municipalities which are competing to attract the 
same type of building. In Toronto and its suburbs, the assessment basis 
varies from about 30 per cent in Leaside to about 65 per cent in Toronto. 
Thus the mill rate in Leaside could be double that in Toronto, and the 
taxpayers in Leaside would still enjoy slightly lower taxes. 


A declining assessment in a static municipality should not be a cause 
for alarm, but in a growing municipality it should be investigated, as it 
might indicate a deterioration in the older properties in the municipality, 
which would be an unfavourable factor. 


Examination of the trend in the mill rate is of value. An increasing 
mill rate will indicate one of three things: 


(1) Expansion of services such as schools, incinerators, etc. 


(2) A reassessment or adjustment of the assessment base which 
does not necessarily mean higher taxes. 


(3) Poor tax collections, in which case those able to pay are being 
taxed to make up for the deficit in collections. This can be 
determined through an examination of tax collections. 


It must be emphasized that assessment and mill rate figures have 
significance only within the individual municipality under consideration. 


8. Tax Levy—The tax levy per capita indicates the weight of taxa- 
tion on the individual property owner. It is comparable between muni- 
cipalities of the same general characteristics and in the same population 
group. It will be found that the levy per capita is generally lower in old 
established municipalities where the basic services such as streets, 
schools, etc., have been largely paid for. The tax levy not only represents 
the mill rate which covers the operating expenses of the municipality, 
the school levy, the cost of fire and police protection, general debt 
charges, and levies for reserves for tax arrears, but also includes frontage 
taxes for local improvements, such as streets, sewers, sidewalks and 
watermains, which levies are not included in the mill rate, but are 
charged against the property owners whom they serve on the basis of 
the number of feet of frontage. In growing municipalities an increase 
in the per capita levy, when not accompanied by an increase in the 
mill rate, is usually due to these local improvement levies. Again in 
this instance the trend in the per capita levy is equally as important as 
the amount at the time of consideration. 
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Another factor affecting the per capita levy is the nature of the 
municipality. A municipality which is highly developed industrially will 
have a higher per capita levy than a purely residential area. Up to a 
point and if industries are diversified, a large proportion of industrial 
taxation is a favourable factor. Unless an industrial concern is hopelessly 
bankrupt and has no further value as an operating concern, real estate 
taxes are the last expense that will be defaulted. Usually, in an analysis 
of an industrial municipality, the amount of taxes paid by the various 
industries in proportion to the total levy is worthy of note. 


4. Tax Collections—Current tax collections indicate the willigness 
and the ability of taxpayers to meet their tax obligations in the year in 
which they are payable. Thus this figure is probably the most important 
factor in considering a municipal credit, and variations in this figure 
indicate economic trends in the municipality under consideration. Under 
present conditions any current tax collection figure under 75 per cent 
should be carefully investigated. Other than actually poor collections, 
it may, particularly in rural areas, indicate a late billing date. At the 
present time this is the only excuse for collections under 75 per cent. 


In a long-term survey of a municipality, it will probably be found 
that in urban areas many essentially sound situations had a severe drop 
in tax collections during the industrial depression of the 1930’s. This 
may not have been due only to unemployment, but to the fact that the 
boom period preceding the depression brought with it an over-expansion 
in municipal services with a consequent sharp increase in the tax levy, 
which, in many cases, increased the levy beyond the ability to pay of a 
large number of the taxpayers. Another factor at that time was the 
theory that municipalities could spend themselves out of the depression 
through the construction of public works involving the employment of 
large masses of manual labour, with relatively high costs. Both the 
“boom” works and the unemployment relief works were in many cases 
funded on a short-term basis, which resulted in high debt charges at 
a time when the ability to pay was at its lowest ebb. These conditions 
generally existed in those municipalities which have gone through re- 
organizations. The remedy was to refund the debts on a longer-term 
basis, thus reducing the tax levies and bringing them in line with the 
ability to pay. It has been found that a reduced levy brings better 
collections. 


5. Total Tax Collections—A municipality operates on a budget 
which anticipates total tax collections of 100 per cent, subject to amounts 
provided in expenditures for a reserve against tax arrears. In a muni- 
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cipality which built up a large balance of tax arrears and tax sale lands 
during the depression, total tax collections should be substantially more 
than 100 per cent of the levy until these old balances have been brought 
down to a reasonable level. In a municipality where current collections 
have been good throughout, there are very few arrears on the books 


and thus a collection of approximately 100%, 


even though it might fall 


slightly below this figure in some years, is satisfactory. 


6. Tax Arrears—The amount of tax arrears and tax sale lands 
outstanding indicates the cumulative total of unpaid taxes and thus 
ties in with tax collections. The amount of the balances in these accounts 
at any time is less important than the trend in the amounts outstanding 


over a period of years. 


Tax sale lands represent properties which have been seized by the 
municipality for non-payment of taxes and which have not been sold at 
the annual tax sale. A rapid reduction in these amounts indicates build- 
ing activity and is a favourable factor. It not only indicates cash collec- 
tions at the time of sale, but indicates that formerly dead assessments 
are restored to the roll as revenue-producing properties. 


A sound municipality with arrears and lands outstanding should 
carry a substantial reserve against them. This reserve is built up through 
inclusion in the tax rate of an amount to write off these balances. 
Theoretically, when a municipality does not collect the full amount of 
the levy, it must borrow money for its current requirements pending 
collection of the defaulted items. Thus the inclusion of a reserve for tax 
arrears in the levy provides funds with which to pay off the borrowings 


against the arrears. 


A final factor in considering tax arrears is that the net amount of 
arrears outstanding should always be greater than any current bank 


borrowings. 


7. Current Revenues and Expenditures—As noted in the discussion 
of tax collections, a municipality strikes its tax rate in anticipation of a 
balanced budget. Should revenues exceed the estimate or should expendi- 
tures be less than the budget, a surplus will result. Should the reverse 
be the case, a deficit will result. It is generally mandatory that the 
surplus or deficit in any one year must be used to diminish or increase 
the levy in the following year. This is not true, however, in the case 
of municipalities having callable debentures where surpluses may be 
utilized to retire debentures prior to maturity. In a normal municipality 


a few years’ deficits may result from a slight miscalculation in the tax 
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levy and should not be regarded as a serious matter so long as no large 
bank borrowings result therefrom and if all other factors are satisfactory. 


Although the information is not always available in financial state- 
ments, cash receipts and disbursements showing the amounts available 
for debt charges are most important factors. In the ideal municipality, 
collecting 100 per cent of its current taxes in each year and exactly 
balancing its budget, the amount available for debt charges will naturally 
be equal to the amount required. In reorganized municipalities with 
callable debentures outstanding, an excess amount available will bring 
about two favourable results: 


(1) Funds available for retirement of debt prior to maturity. 
(2) Funds available for capital works without borrowings. 


Under the conditions which have existed during the past five 
years, any sound municipality with callable debentures outstanding 
should have taken advantage of the favourable situation to collect 
amounts in excess of current requirements for debt retirement. 


8. Debt Position—The largest liability item on a municipal balance 
sheet is debenture debt. This item also shows the greatest variation 
between municipalities. Naturally, a relatively large debenture debt is 
an unfavourable factor, but this is really not as important as the nature 
and the trend of the debt. 


Municipalities borrow for four principal capital expenditures, 
namely, schools, local improvements, public utilities, and for general 
expenditures not included in any of the foregoing. If a municipality has 
a large debt due to substantial capital outlays for profitable public 
utilities, the debt charges on these borrowings do not come into the tax 
levy. In a growing municipality it will also be found that a large pro- 
portion of the debt is for local improvements, which are levied for 
against specific properties. Generally speaking, however, a debenture 
debt over $150 per capita, after deduction of sinking funds, should be 
carefully investigated. 


In considering the nature of a municipality’s debt, one must also 
consider the debt charges required to retire it. If the debt is on a 
compartively short-term basis, high debt charges will result. If, how- 
ever, as in the case of most reorganized municipalities, the debt retire- 
ment is spread over 2 comparatively long period of years, debt charges 
will be reasonable, although the per capita debt may be somewhat 
greater than average. Sinking funds should be carefully investigated 
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as to investments held, the maturities of investments as compared with 
debenture maturities, and the amount in the fund as compared with 
actuarial requirements. Serial debentures have been found to be a 
much more satisfactory type of debt than the sinking fund type, as 
they eliminate the possibility of sinking fund investments deteriorating 
in value or of being unmarketable when their realization becomes 
necessary. 


The debt of a municipality may also include capital bank loans, 
which are incurred in anticipation of debenture issues. If the debentures 
have been issued but not sold, the amount of these debentures should be 
deducted from the gross debt and the amount of the bank loan added. 


As pointed out above, the trend in the debt is actually more important 
than the amount outstanding at any one time. A higher-than-average 
debt where the rate of reduction has not been substantial is open to 
question. However, a municipality must naturally supply satisfactory 
services to the property owners and, if a municipality has a moderate 
debt structure, there can be no objection to incurring new debt for 
legitimate purposes such as schools, local improvements, etc. 


9. General Considerations—The statistical information discussed 
above all deals with determination of the ability of a municipality to 
meet its obligations. Under this category one must also consider the 
nature of a municipality under the following headings: 


(1) Is the municipality well established and has it a sound economic 
reason for existence? 


(2) Is the municipality largely dependent on one industry, and 
if so, is the industry itself sound and has it a long-term 
expectancy of operation? 


(3) Are the affairs of the municipality conducted in a business- 
like manner? This may, to some extent, be determined by the 
nature of the financial statements as to the information con- 
tained therein and the manner in which the various statements 
are prepared and presented. 


One should consider the physical condition of the municipality as 
a whole and of its municipal services. If possible, large investors in 
municipal securities should take every opportunity of inspecting the 
municipalities in which they may at some time be considering an invest- 
ment. Likewise, salesmen of municipal securities should at every oppor- 
tunity acquaint themselves with as many municipalities as possible, not 
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only the ones whose securities are included in their current offerings, 
but any municipality they may have occasion to visit. They should keep 
in touch with municipal treasurers, mayors and reeves, and have some 
knowledge of current trends in the municipalities in their various terri- 
tories. This will enable them to hear of possible new issues and will 
also permit them to talk with some knowledge of the local municipal 
situation to their clients. 
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CANADA’S TRADE COMMISSIONERS 


G. R. HEASMAN 
Director, Trade Commissioner Service 


ANADA’S postwar prosperity and economic stability depend upon 

our ability to export. Profits from trade transactions flow from 
the distributors of goods to the farmers and fishermen, miners and 
lumbermen, to transportation and insurance companies, and to the 
banks. Everyone benefits, directly or indirectly, from successful foreign 
trade. 


Our volume of foreign trade has increased tenfold in the past 45 
years, and Canada emerges from the war as the second largest export- 
ing nation. The Trade Commissioners, a group of highly trained 
Canadian trade scouts, are out to maintain and, if possible, surpass 
this expanded share of world markets. 


BIRTH OF THE SERVICE 

The Trade Commissioner Service is part of the Department of 
Trade and Commerce. The Department was created by Act of Parliament 
in 1887, but it was not until December, 1892, that it began to function. 
Prior to that time Commercial Agents, under the supervision of the 
Department of Finance, had been appointed in several of the British 
West India islands to make reports on opportunities for Canadian trade 
developments. These Agents were local businessmen whose services 
were made available on a part-time basis in return for an honorarium. 
This type of commercial representation, however, did not prove satis- 
factory, and was subsequently discontinued. 


J. S. Locke, appointed in 1892 as Canadian Commercial Agent at 
Sydney, Australia, was the first Canadian Government Trade Com- 
missioner in the present meaning of the term. 


By 1904, six part-time Commercial Agents were employed and 
nine full-time Agents were located at offices in Sydney, Paris, Cape 
Town, Melbourne, Leeds, Manchester, Birmingham, Bristol and 
Yokohama. 
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It became desirable to distinguish between part-time and full-time 
Commercial Agents. Therefore, in 1907, the latter were given the title 
of Canadian Government Trade Commissioner. 


The growth of the Service progressed steadily until interrupted by 
the outbreak of war in 1914. Many of the men enlisted, and those that 
remained devoted their attention to duties other than trade promotion. 


GROWTH 

From about 1920 onward, the world entered a period of active 
trade promotion by most countries, and Canada did not lag behind. 
During that decade the Trade Commissioner Service, known as the 
Commercial Intelligence Service, recruited a large number of new men, 
and by the outbreak of war in 1939 Canada had Trade Commissioners 
in the United Kingdom (London, Bristol, Glasgow and Belfast), Ireland, 
France, Holland, Belgium, Germany, Norway, Italy, South Africa 
(Johannesburg and Cape Town), New Zealand, Japan (Tokyo and 
Kobe), China, Hong Kong, Singapore, United States, Mexico, Panama, 
South America (Panama, Rio de Janeiro and Buenos Aires), Cuba, 
Jamaica and Trinidad. 


Wark DUTIES 
The outbreak of war in Europe closed the offices in Berlin, Oslo, 
Rotterdam, Brussels, Milan and Paris, and in 1941, following Pear] 
Harbour, the offices in Tokyo, Shanghai, Hong Kong and Singapore 
were also closed by enemy action. 


The Trade Commissioners in Berlin, Brussels, Rotterdam, Paris 
and Singapore escaped in the nick of time with only a few of their 
possessions. The Trade Commissioner and Assistant Trade Commis- 
sioner at Oslo were interned in 1940, and were held in Germany until 
1942, when they were exchanged. A similar fate befell the Trade 
Commissioners at Tokyo, Shanghai and Hong Kong. 


Offices were opened during the war at Washington, Chicago, Los 
Angeles and Newfoundland. The Panama office was transferred to 
Colombia, and another office opened in Santiago, Chile. 


Many of the Trade Commissioners enlisted with one of the Active 
Services upon the outbreak of war, and some filled positions in which 
their special qualifications were put to good use. For example, one 
became Military Attache to the Canadian High Commissioner to 
Australia, and was Canada’s liaison with General MacArthur’s command. 
Another was liaison officer with the Royal Norwegian Air Force, and 
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others were given high ranks as Military Affairs Officers in Europe 
and in the organization and planning at Canadian Army Headquarters. 


Trade Commissioners from closed offices were seconded for important 
war duties with other agencies and Government departments. For 
example, Trade Commisisoners were assigned to the Export Permit 
Branch, Mutual Aid Board, Shipping Priorities Committee, Shipping 
Board, the Wartime Prices and Trade Board, and the Foreign Exchange 
Control Board. A Trade Commissioner is secretary of the Canadian 
Section of the Combined Food Board, and another is associated with 
the Deputy Canadian member of the Combined Production and Resources 
Board in Washington. 


The scarcity of shipping, wartime import and exchange regulations 
and restrictions placed upon the manufacture of goods for civilian 
requirements greatly curtailed normal trade promotion activities by the 
Trade Commissioners who remained abroad. These duties were super- 
seded by a variety of new activities more or less directly resulting from 
the war. For instance, a large part of their time was taken up with 
activities relating to the control of exports; with investigations of enemy 
firms or firms favouring the enemy cause; with various forms of propa- 
ganda designed to make Canada and its war effort better known; with 
immigration matters; the relief and repatriation of distressed Cana- 
dians; and investigation of cases involving the freezing of funds by 
the Custodian of Enemy Property. 


TRADE COMMISSIONER’S FUNCTIONS 

When thinking of foreign trade, we visualize our goods being carried 
over the seven seas to people of other lands whom we do not know, 
whose customs may be quite different from ours, and whose business 
methods may be quite unfamiliar to us. In the other direction, we think 
of our tea coming from far-away India and Ceylon; our coffee from 
Kenya; and so on. It is a very romantic and fascinating drama, but 
behind the scenes there is a lot of workaday detail. 


Essentially, trade consists of taking goods from factories, farms, 
etc., to the seaboard, seeing them safely on board ship and then collecting 
our money from the bank. Then, too, there are many things which 
have to be considered in foreign trade. Can the transaction be financed? 
What is the credit risk? What are the currency and exchange problems? 
What is the tariff structure in the foreign country? Are there export 
and import controls? How can the goods be distributed? Where can 
information be secured about markets and customers? These and a 
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variety of other questions must be answered, and it is part of the Trade 
Commissioner’s job to supply this vital information. 


Primarily, the duty of the Trade Commissioner is to discover the 
market opportunities in his territory for Canadian products. Summed 
up in brief, his function is: (a) to report upon economic and trade 
conditions in the territory; (b) to seek and develop opportunities for the 
sale of Canadian products; (c) to report such opportunities to head- 
quarters at Ottawa, as well as directly to interested Canadian firms; 
(d) to assist exporters in establishing contact with foreign agents 
and/or importers, and to foster such connections until firmly established ; 
(e) to perform any other services which will contribute to Canada’s 
foreign trade or other interests. 


These services include consideration of complaints and the settle- 
ment of claims arising out of the shipment of Canadian goods; finding 
suitable agents and reporting on their efficiency from time to time 
to Canadian exporters; inspecting damaged and short shipments; 
arranging bank accommodation for importers on drafts improperly 
drawn by the exporter; obtaining the quick release of goods from 
Customs houses by shipping companies and the Customs when docu- 
ments fail to arrive on time; aiding the collection of unpaid drafts, 
consignment accounts and commissions. These forms of assistance con- 
stitute an important feature of his service to the Canadian exporters. 


Confidence can only be acquired by intimacy, and it is the direct 
and intimate relationship between Canadian firms and Trade Com- 
missioners which has brought about this happy result. In this respect 
Canadian firms enjoy exceptional advantages over most of their foreign 
competitors. Owing to the fact that the number of Canadian firms 
engaged in foreign trade is comparatively limited, it is possible for the 
Trade Commissioner, who returns to Canada periodically, to call on 
most firms who are in any way interested in trade with his territory. 
These tours in Canada normally last about three to four months, in the 
course of which the Trade Commissioner sometimes confers with as 
many as 300 to 400 firms. 


It is impossible, by any statistical method, to represent adequately 
the activities of the Canadian Government Trade Commissioner abroad, 
and more particularly the extent to which he has influenced and 
assisted new business for Canadian firms. 


There are three principal ways in which a Trade Commissioner 
can be said to influence new business: 
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(1) Inducing a foreign importer to place a trial order. 
(2) The appointment of an agent. 
(3) Introducing a foreign importer to a Canadian exporter. 


In some cases where the Trade Commissioner is the sole repre- 
sentative of Canada, a number of other duties fall upon him, such as 
welcoming commercial and official visitors; handling enquiries respect- 
ing immigration; -furnishing information to tourists; assisting dis- 
tressed nationals, etc. In other words, he is “Canada” to the residents 
of the community where he is located, and he is expected to be able to 
handle any and all enquiries about Canada and to render such assistance 
as may be required. 


In countries where Canadian Legations and Embassies are estab- 
lished, the Trade Commissioner acts in a dual capacity as commercial 
diplomat and Trade Commissioner. He is attached to the Legation or 
Embassy, and is given the diplomatic title and status of Commercial 
Attache, Commercial Counsellor or Commercial Secretary, as the cir- 
cumstances warrant. He is directly responsible to the Department of 
Trade and Commerce for trade promotion work. At the same time, he 
is responsible to the Minister or Ambassador of the Legation or Embassy 
and keeps him informed of all important commercial matters. 


In New York City, where the first Canadian Consulate General 
was established, the Trade Commisisoner was given the title of Consul, 
and the Assistant Trade Commissioners that of Vice-Consuls. Their 
relation to the Consulate General is similar to that of Commercial 
Attache to a Minister of a Legation, and they have dual status as 
Consuls and Trade Commissioners. 


THE FOREIGN TRADE SERVICE 

The Commercial Intelligence Service, of which Trade Commissioners 
were a part, has now, in turn, been made a part of the new Foreign 
Trade Service which is in course of organization within the Department 
of Trade and Commerce. The new Deputy Minister, M. W. Mackenzie, 
is also head of the Foreign Trade Service, and responsible to him are 
a number of Directors, each responsible for the work of a Division. 
These include Export, Import, Commercial Relations, Trade Publicity, 
and Trade Commissioner Service. 

The Director of the Export Division, W. F. Bull, will have under 


him a group of commodity specialists and the Export Permit Branch. 
His duties will be to study the market opportunities for individual 
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Canadian products and to assist exporters to prepare their goods for 
sale abroad. 


The Import Division, headed by Denis Harvey, is an entirley new 
development, and recognizes the essentially two-way character of modern 
trade, that we cannot sell unless we buy, and that imports are necessary 
for continued improvement of Canadian living standards. The work of 
this Division will impose new duties upon the Trade Commissioner. 
He will be expected to furnish reports on the availability of supplies in 
his territory, the name and status of the exporters, and generally to 
assist Canadian businessmen engaged in import trade. 


The Commercial Relations Division, under the direction of H. R. 
Kemp, deals with foreign tariffs, quotas, and the maze of import regu- 
lations of the more than 200 customs administrations throughout the 
world, and to be responsible for the study and statistical work that 
precedes the making of commercial treaties with other countries. 


The Director of Trade Publicity, B. C. Butler, will promote Canada’s 
foreign trade at home and abroad, and will reflect the purposes and 
policies found to be desirable by the other Divisions of the Foreign 
Trade Service. 


In addition to the officers stationed abroad, the Director of the 
Trade Commissioner Service, G. R. Heasman, will have at Ottawa a group 
of officers, each of whom will be in charge of a Geographical Area, and 
under whom will be a number of men in charge of Country Desks. These 
men will be expert in the conditions, customs and peculiarities of the 
geographic area they cover, and their advice will be available to Canadian 
firms and the other Divisions in solving problems in which their 
specialized knowledge is important. 


Thus the Trade Commissioner Corps will soon be supported by a 
well-organized and co-ordinated head office organization that should 
increase many fold the effectiveness of their work on behalf of Canada’s 
foreign trade. 


RECRUITMENT OF PERSONNEL 


Appointments to the Trade Commissioner Service are made by the 
Civil Service Commission following a competitive examination. The 
term “competitive examination” is often misconstrued to mean that the 
candidate who turns in the best written paper obtains the appointment. 
This is not true. The purpose of the written examination is largely to 
determine whether the candidate has the academic knowledge which 








26 The Quarterly Review of Commerce 


is required. The selection of candidates-is made only after a searching 
oral examination in which appearance, personality and ability to deal 
with problems as they are presented, are the determining factors. 


Applications are now being accepted only from those who are 
entitled to the preference for overseas active service. 


Some of the other principal requirements are: 
Knowledge of commercial geography and foreign trade. 


General knowledge of export trade technique—ability to write good 
business reports; previous experience in some business or under- 
taking which gives a broad view of trade development and an 
intimate knowledge of business practice. 


Knowledge of the resources of Canada and familiarity with the indus- 
trial development of the country with relation to domestic and 
export trade. 


First class physical condition. 

Graduation from a university of recognized standing or equivalent 
education, preference being given to candidates who have obtained 
a degree in Commerce or Economics and who have had at least 
one year’s experience after graduating. 


Residence in Canada for at least 10 years prior to examination. 
Age between 21 and 31. 


TRAINING 


Before the war, the Assistant Trade Commissioner, on appointment, 
spent a year or more in the Department at Ottawa, acquiring a knowledge 
of the work of the Service and its relationship to that of the Department 
as a whole and that of other Departments. On account of the present 
urgent need to get men into the field as quickly as possible, the training 
has undergone some streamlining. 


New appointees spend two to four weeks in each division of the 
Department learning the various functions, i.e., commodities handled, 
types of enquiries, correspondence, etc. In addition, they receive short 
courses at the Departments of Fisheries, Agriculture, and Mines and 
Resources. Short informal talks are given them by various officials of 
the Department and visiting industrialists, exporters, importers, bankers, 
etc. Training is rounded off by an extensive tour throughout the 
Dominion, lasting from six to eight weeks, in the course of which they 
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make themselves familiar with leading Canadian industries, and examine 
especially firms exporting to the various countries to which they are 
to be assigned. Training is continued on appointment overseas under 
the guidance of the Trade Commissioner. 


This system assures that when a vacancy occurs, it will be filled 
by the promotion of an officer thoroughly trained in the methods of the 
Service, and that there will be continuity in the work. Promotions are 
made on a merit basis, with secondary consideration given to seniority. 


An Assistant Trade Commissioner enters the Service as a Foreign 
Service Officer, Grade 1, at $2,400 per annum. Increases of $180 are 
given annually until the maximum of $3,000 is reached. 


On promotion to the full rank of Trade Commissioner, the salary 
range is from $3,300 to $3,900. Other grades and salaries are: Grade 3, 
$3,900-$4,500; Grade 4, $4,500-$5,000; Grade 5, $5,400-$6,000; and 
Grade 6, $6,300-$7,200. 


Trade Commissioners receive living allowances which vary according 
to the cost of living in the different territories. Assistant Trade 
Commissioners receive three-quarters of the living allowance for the 
post to which they are attached. 


Canada may be justly proud of her trade diplomats. It may be 
truthfully said that no country offers its businessmen a better Service. 
As salesmen, they are out to sell ““Made in Canada”. As import agents, 
they help find the goods we must buy. Theirs is a big responsibility, 
but their record to date inspires confidence in the success of their post- 
war work 








FINANCIAL RELATIONSHIPS — THE UNITED 


KINGDOM AND CANADA 


C. K. HIGHMOOR 
Supervisor, Foreign Department, The Canadian Bank of Commerce, 


Head Office, Toronto 


(The views expressed in this article are Mr. Highmoor’s personal views 
and not necessarily those of the Bank which he represents) 


URING the pre-war period, 1936 to 1938, the United Kingdom in 

merchandise trading alone spent abroad, on a yearly average, some 
£388,000,000 sterling more than it received, and partly made this up by 
a net shipping income of some £105,000,000, by income from overseas 
investments of some £203,000,000, and by a net figure of other miscel- 
laneous items of an additional £23,000,000, leaving a deficit. In carrying 
out these operations, more Canadian dollars were spent for goods from 
Canada than Canada spent in the United Kingdom and other parts of 
the Empire and, in the main, Canada disposed of this surplus by selling 
sterling in New York, using the resultant United States dollars where 
she chose. 


With the outbreak of the war it: was impossible for the United 
Kingdom to continue this, as she herself was short of United States 
dollars, and Canada met the situation in a number of ways. First she 
accepted an obligation from the United Kingdom for about £180,000,000 
free of interest, to be dealt with after the war. Secondly, she bought 
from holders in the United Kingdom many Canadian obligations, thereby 
putting Canadian dollars at the disposal of the United Kingdom. Thirdly, 
she paid for most of the expenses entailed in maintaining Armed Service 
Forces in the United Kingdom, and in addition placed substantial amounts 
of Canadian dollars at the disposal of the United Kingdom and the rest 
of the Empire, to be spent in Canada for goods or food which would 
best help the prosecution of the war. These last sums were a free gift 
from the Canadian people, and the spending of these dollars in Canada 
kept many of our plants, farms and factories at full production. None 
of the aid received by the United Kingdom from other countries was 
made available in the form of Canadian dollars to be spent in Canada, 
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though of course the United States bought heavy supplies in this country 
which they passed on to other countries, including the United Kingdom, 
as part of their Lease-Lend arrangements. With the end of the war, 
many of these arrangements will cease, though our expenditures of 
Canadian dollars in the United Kingdom for Armed Services personnel 
still there will continue until they can be repatriated. 


A non-commissioned officer of the British Army, upon evacuation 
from Dunkirk, was reported in the press in June 1940 as being asked 
informally the question, “What do you think of conditions over there?” 
He is said to have replied, “Those Germans will take a lot of stopping.” 
This simple statement reflected the considered opinion of his fellow 
countrymen at the time and in a very few words voiced the realization 
which had spread throughout the whole United Kingdom, reaching into 
all walks of life. 


Regardless of what had been done before, an intense determination 
arose over night to fight through to victory irrespective of the sacrifice 
and cost which would be entailed. This determination was deep and 
unflinching and manifested itself in many ways. Its underlying thought 
in the terms of the slogan of Canada’s 38rd Victory Loan was, “Nothing 
Matters Now But Victory.” 


In carrying out this determination, efforts were made along every 
conceivable line. One was in the direction of the activities of everyone 
in the country, and this involved not only disturbance in the day-to-day 
life of the people, but in their movement often from the place where 
they were to another where their activity could be used to better 
advantage in the prosecution of the war. Another was in an enormous 
increase in the production of food within the country, even if this 
meant destruction of beautiful park lands and other landscape features 
previously adding to the pleasure of the lives of the people. 


Firstly, there were those like the United States and Canada who 
through Lease-Lend and Mutual Aid arrangements contributed immense 
amounts of dollars or goods and services either as an entirely free gift 
or on a liberal basis to be discussed after the war, at the same time 
providing payment for much of the food and services rendered to their 
Armed Services while in the United Kingdom. 


Secondly, there were those countries such as India, Egypt, etc., 
who provided goods and services and paid for them locally in their own 
local currencies, accepting in payment credits in sterling in London, 
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agreeing that the purposes for which this sterling could eventually be 
used would be subject to discussion when victory had been attained. 


In the third class were a number of countries which supplied men, 
goods and services by rearrangement of their productive capacities, 
providing payment for much of the expense which thereby they entailed. 
Eventually this united effort ended in victory and it is necessary now 
for Canadians to realize what it has all meant to the United Kingdom 
and what it will mean in the years to come, more particularly as it 
will affect Canada’s foreign trade. Still another was in the spartan 
reduction of certain classes of imports so that others considered more 
necessary might be obtained. A fourth step was the sale of many 
investments abroad and the severe curtailment in payments to other 
countries so that these payments could be devoted to those of the highest 
priority in carrying out the major objectives. These investments abroad 
were substantial, and for years had produced an income which had been 
left abroad or had been used to pay for imports of goods or services 
rendered by residents of other countries. 


Any number of other illustrations could be given of the sacrifices 
made throughout the United Kingdom arising from the sheer will to 
succeed in defeating the enemy and returning once more to a freer life. 
It is quite obvious that efforts of this magnitude reaching into so many 
quarters of the lives of the people would carry the effect into the post- 
war years even if no damage had been done by the enemy. However, 
to this colossal disruption must be added, apart from loss of life, the 
immense destruction in houses, factories, docks, and public services 
such as railways, etc., quite apart from the damage which was done to 
property outside the country, such as shipping, etc. It is quite clear 
now that these efforts—no matter how great—would have been insuffi- 
cient without outside assistance and, as is well known, this was readily 
forthcoming from any number of other countries, many of them within 
the British Empire, but also many others who took up the quarrel to 
avoid destruction or slavery or merely to defend a way of life which 
they thought essential to their happiness. These countries contributed 
in many ways, but from a financial angle they probably fall roughly into 
three major classes. 


It will be quite obvious from the above that the United Kingdom 
now faces a tremendous difficulty in finding, for some years to come and 
until recovery is well under way, the amount of Canadian dollars which 
she will need if she is to continue to buy from Canada Canadian goods 
and services even to the extent of the pre-war years, as her financial 
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obligations in many other directions are so unprecedented. Her export 
trade during the war dwindled drastically, and it will be quite some 
time before she can produce goods to be sent to Canada even to the 
extent which she once did. Her income in Canada from investments in 
this country is down because many of these investments were liquidated 
and she faces competition in the production of goods, not only in Canada, 
but in many other countries who have developed industrially during the 
war. It is therefore most important that Canadians should consider 
seriously in their own interests how, in these changed conditions, 
adequate supplies of Canadian dollars can be placed at her disposal. This 
question is indeed engaging the thoughts of a great many Canadians 
now, and discussions are going on continually in the appropriate official 
quarters, both national and international, but the solution has not been 
announced or reached so far as is now known. 


In her present situation the United Kingdom is not looking for 
sympathy, nor for further free gifts from Canada. On the other hand, 
she is in no mood to undertake new obligations in Canada beyond what 
she can see fit to meet in the years ahead. She likes Canadians, Canadian 
ways, Canadian goods, and is anxious to buy from Canada, but she is 
convinced that because of the events of the war, even to reach a pre- 
war standard of living her exports in the post-war period must be at 
least 50% higher than they were before the war. She is now actively 
considering and planning for renewed production of civilian goods on an 
increasing basis, and carefully analyzing post-war trade possibilities, 
having in mind both the short-term and the long-term view, but even 
at best and on merchandise trade alone it will be some years before she 
can regain a trade balance no more unfavourable than it was immediately 
before the war. She is therefore prepared, if necessary, to go through 
a further period of austerity and hard work, limiting her purchase of 
imports and the acquirement of services from abroad to that for which 
she can see her way to pay, but she points out that this can only be done 
by severe regulations and restrictions, and draws attention to the effect 
that this will have on other countries, including Canada, not in a spirit 
of retaliation or threat, but solely from the point of view of cause and 
effect. 


Her desire is to see a rapidly expanding and freely moving world 
trade, feeling that by this very quantum of trade her present financial 
condition and that of other friendly nations may be improved with a 
minimum of hardship and unemployment. She realizes full well that on 
the credit side there is the disappearance of the competition, at times 
unfair, of former enemies, and has not lost sight of world experience 
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following the last war, when there was ample evidence that low world 
trade destroys prosperity, creates unhappiness, enforces restrictions, 
points to another conflict. 


Canada must in the future buy heavily within the Empire if she 
hopes to continue to sell to the Empire many of our agricultural products 
which cannot be sold elsewhere because they duplicate home production 
in many countries. This, however, does not mean that she must cease—or 
for that matter even reduce—her purchases from other countries, because 
by initiative, salesmanship, and full use of her natural wealth she can 
produce large quantities of goods which are needed by and will be 
welcomed in many countries outside the Empire. The immediate need 
would appear to be the provision of a substantial further amount of 
Canadian dollars to the United Kingdom, in anticipation of goods and 
services eventually, on the most liberal terms which the Canadian 
people can accept. 


Much is being said in the press these days about the problem facing 
the United Kingdom in the liquidation of what is frequently referred 
to as “blocked sterling balances.” This is a misnomer in the sense that 
these balances are not blocked, but in effect are accumulated sterling 
deposits in the names of a number of Empire and non-Empire countries 
arising out of the purchase of goods and services in the countries 
involved, and for which there is at the moment no means of spending. 
Many of these balances represent reserves for local currencies issued 
by central banks in the countries involved, and to some extent are 
naturally higher than pre-war London balances because of this increased 
circulation. In a few cases there are offsetting sterling obligations, but 
a substantial amount will have to remain in London until it can be 
spent within the sterling area for goods or services when these become 
available, or left as a capital investment on which earnings will be paid. 
They cannot be cancelled by the United Kingdom, as this is a matter 
for their owners to decide, but it may be that some of these owners can 
consider some such step, at least in part, as it is obvious that in some 
cases the funds will remain immobilized for many years to come. The 
amount of these balances owned by Canada is relatively small, because 
the gifts made under Mutual Aid prevented sterling balances from 
accumulating. The remaining balances can, of course, be distributed 
freely to other parts of the Empire except Canada, but only in very 
limited proportions can they be made available for spending in countries 
such as the United States, because in that event the United Kingdom 
would have to produce United States dollars with which to provide for 
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the goods purchased. Undoubtedly they will be reduced as production 
is resumed in the United Kingdom, but in the meantime the United 
Kingdom will have to import heavily and, if.forced to do so by a shortage 
of dollars, will tend to buy within the sterling area, thereby building up 
the balance again. From an exchange point of view the United Kingdom 
gains dollars when she purchases raw materials within the Empire and 
sells manufactured goods to the dollar area, and conversely makes her 
situation more difficult when the reverse is the case. 


It is impossible for Canada to become part of the sterling area, 
because she herself has a shortage of United States dollars, and therein 
lies her interest in the Bretton Woods Agreements, which in essence 
strive for an orderly clearing of international balance of payments 
inherent in multilateral trade and in international loans which are obliga- 
tions to an international fund where the proceeds can be spent freely in 
any country. 


In brief, the picture can be described by saying that during the 
war Britain has drawn upon and virtually exhausted, by her Herculean 
war efforts, millions of man hours of labour which have been stored up 
during the past century, and that what she needs now is ample supplies 
of raw material on a long-term liberal basis, so that by the application 
of hard work and diligent endeavour she may by her exports regain a 
position where she can buy freely from abroad the labour of all other 
countries, paying for it by her own labour. The time taken to do this 
will, of course, be shortened by leadership in some outstanding tech- 
nological advance in manufacturing material or process, or by a marked 
reduction in internal costs. It is recognized, of course, that millions of 
man hours have also been wasted by the United States and by Russia, 
but not to the point of exhaustion, seeing that both these countries are 
raw material countries. If, indeed, the British Empire were one political 
entity controllable within itself, as are the United States and Russia, it 
would be in much the same position as they, but as it is the United 
Kingdom is a piece by itself surrounded by Empire friends who have, 
however, separate sovereign rights. There is nothing to do, therefore, but 
to help herself recover, and there is no question but that recovery will 
come in time. 














FUNCTIONS OF WAR ASSETS CORPORATION 


J. H. Berry 
President 


S the recently concluded World War II progressed, the expansion of 
armies necessitated the development of stockpiles of material 
required for combat, transport, clothing, rationing and shelter of the 
great numbers of men involved. These conditions affected Canada as 
they did every member of the United Nations and especially so when 
the Dominion established war industries including large scale manu- 
facture of munitions in the widest range of that term: shells, bombs, 
artillery weapons, naval guns, machine guns, small arms, tanks, aircraft, 
motor vehicles, war vessels, merchant ships, uniforms and the tens of 
thousands of items needed to equip the naval, army and air forces of the 
Allied Nations. Inventories of war material must always be on tre- 
mendous scale, with the consequence that at the termination of hostilities 
surpluses of munitions and supplies are enormous even if every machine 
producing war goods ceased functioning as the guns ceased firing. 
Anticipation of such surpluses in Canada inspired the establishment of 
War Assets Corporation, and its operation until the last item surplus 
to the “Six Years’ War” will have found a purchaser. 


Meanwhile, the Corporation has a big job in hand in maintaining 
an orderly sales distribution of an immense quantity of goods, in finding 
new uses for some of the machinery of war, and in scrapping and dis- 
posal of material for which no practical economic employment can be 
found. 


The real mission of the Corporation is to sell surplus war goods. 
However, a considerable volume of such material became outmoded 
during the war, and more of it, while yet capable of functioning 
normally, has become obsolete because of change and improvement in 
design and manufacture. Sales outlets for obsolete material are limited 
at best and are non-existent for many items which have outlasted their 
usefulness to the active services. When surpluses of such character 
arise, the Surplus Crown Assets Act authorizes the Minister, with 
specific or general authority from the Governor in Council, to “ 
lease, lend or otherwise dispose of or deal with surplus crown assets 
34 














Functions of War Assets Corporation 35 


. . -” Empowered by this clause, Hon. C. D. Howe, Minister of 
Reconstruction, on July 30, 1945, announced a plan under which non- 
profit educational institutions throughout Canada will receive benefits 
from the disposal of surplus crown materials. 


Mr. Howe explained that there is being declared surplus by a 
number of Federal Government departments and agencies, and being 
turned over for disposal to War Assets Corporation, a considerable 
quantity of technical equipment and material which is not readily 
saleable in its present form, and which would in some cases, have to be 
reduced to raw material before it could be disposed of eccnomically, 
and in other cases, would cost more to render into raw material than 
would be realized on the sale of such raw material. 


It is the Corporation’s view that much of this equipment and 
material in its present form would be useful to educational institutions 
for classroom demonstration and research purposes, and it is the inten- 
tion of the Corporation to make it available to such institutions on a 
basis of indefinite loan, at the cost of packaging and freight from present 
location to destination. 


Obsolete airplane motors may be recognized as one possible group 
of equipment which would serve technical education in Canada. While 
these motors are in good working order, the fact of their obsolescence 
makes them unmarketable for aviation purposes. In a classroom or 
school workshop, however, these engines would be just as suitable as 
more modern types to demonstrate the principles of airplane power 
plants. If such use can be found for them, the necessity of reducing 
them to raw material will be obviated, and they will be put into useful 
service. As the plan of the Corporation is developed it is anticipated 
that opportunities to place other similar equipment and material to 
advantage with educational institutions will be disclosed. 


The possible recipients of benefits which are to be considered under 
this plan include all non-profit scientific or educational institutions, 
organizations and associations which are established and recognized 
under the laws of the Dominion or any of the Provinces. They are 
required to file with the Corporation an application together with a 
statement to the effect that the property being obtained on indefinite 
loan from the Corporation will be used exclusively for instructional 
or research classroom purposes and that it will not be used for any 
other purpose. 


Despite these plans to find a use for this type of surplus, some of it 
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will remain unusable. With respect to aircraft which have become 
obsolete, or which are pronounced by competent authority as unair- 
worthy or impractical or unserviceable for commercial use, after 
educational needs have been met, such aircraft will be stripped of ail 
technical equipment to be retained by the Corporation for later possible 
sale. The residue will then be offered for sale to the public at reasonable 
prices for a certain period, and when that period has elapsed, will be 
destroyed. 


This will be the most economical procedure possible. After all the 
craft and parts which are saleable and usable have been disposed of, 
it is poor economy to tie up the services of many people and spend public 
money in guarding and utilizing considerable space in storing the resi- 
due of these stripped planes. Hence the decision to destroy them after 
all salvageable inaterial has been removed and the carcasses offered to 
the public for a limited period. 


Where machinery is concerned, frequently it will be found cheaper 
to purchase new units made for specific purposes than to attempt 
improvisation of equipment likely to prove expensive in adaption and 
operation. As an example, aircraft engines, admirable for their de- 
signed purpose, cannot be converted economically to operate such things 
as pumps. They would require special mountings, new couplings, the 
use of high octane gasoline, and then would probably develop an excess 
of horsepower for the task at hand. 


In outlining the task of War Assets Corporation, a brief review of 
its history will be of interest. 


Official action as part of the programme of reconstruction begins 
with Order-in-Council P.C. 9108, November 29, 1943, providing for the 
setting up of machinery to deal with the disposal of surplus war assets 
owned by the government, “in such manner as will cause the minimum 
of dislocation of the economic structure of the country.” This provided 
for the establishment of an interdepartmental committee, Crown Assets 
Allocation Committee, and the creation of War Assets Corporation, 
Limited. 


The Allocation Committee, headed by a full-time chairman and 
composed of representatives of Federal Government departments, agri- 
culture, labour and householders, was authorized to obtain reports from 
government departments and other agencies respecting all surpluses 
and to administer and dispose of such surplus assets. 
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War Assets Corporation, Limited, was created to act as the agent 
of the government and to hold, manage, operate, convert, sell or other- 
wise dispose of surplus assets transferred or assigned to it in such a 
way as to promote the national well-being. A Board of Directors 
representing a cross-section of the Canadian economy, geographically 
and commercially, was appointed to direct its affairs and to obtain expert 
and specialized advice through the creation of advisory committees 
representing trade and industry. 


This arrangement was given statutory incorporation by the Surplus 
Crown Assets Act, effective July 12, 1944, which established War Assets 
Corporation as now constituted and provided necessary authority re- 
quired by a body politic and corporate. The Corporation took possession 
of the property and assets and assumed the obligations and liabilities of 
War Assets Corporation, Limited, the original charter being cancelled 
with the establishment of the present Crown Company. 


Thus there are two stages in the history of war surplus disposal: 
one from November 29, 1943, to July 12, 1944, the second continuing 
from July 12, 1944. Sales of the first stage amounted to $385,829. In 
the second stage the volume has progressed steadily and now averages 
more than $5,000,000 in monthly sales. 


The sales policy of the Corporation is to get surpluses to the con- 
sumer speedily and to liquidate the assets to the best advantage of the 
nation. 


When first announcing the means to be taken for the disposal of 
surplus war material and Crown property, the Prime Minister spoke of 
the establishment of the new machinery as a constructive step. He said 
it would help to relieve the anxieties of those who were apprehensive 
lest uneeded war materials, as at the end of the preceding war, should 
be liquidated suddenly, and without consideration of the effect generally 
on the national economy and in particular on employment. 


These two factors have governed the policy of War Assets Corpora- 
tion, which has been to keep out of unfair competition with established 
business, reach the public by the shortest feasible route, distribute sales 
uniformly across Canada, and recover for the taxpayer the largest 
possible cash return. 


At times suggestions are made regarding gifts of surpluses or sales 
at bargain prices. These are matters beyond the powers of the Corpora- 
tion, which is a trustee of Crown assets, owning nothing, and is there- 
fore incapable of giving away goods it must sell. Alternatively, it will 
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be appreciated that the Corporation cannot measure the value of the 
service given to the “man-in-the-street” in terms of how much should 
be given in the way of gifts to one institution or body as compared to 
another institution or body. As to prices, these are governed by ceilings 
established by the Wartime Prices and Trade Board. 


The set-up of War Assets resembles that of other Canadian Cor- 
porations, consisting of a Board of Directors, an executive and a sales 
organization composed of divisions, each responsible for its specialized 
activities. 


The executive group includes Sales, Supply, Organization, Finance, 
Priorities, Legal and Public Relations. 


Specialized sales divisions have been set up, including Aircraft and 
Radio, Consumer Goods, Mechanical, Metals, Ships, Real Estate and 
Scrap. The Supply division includes Construction and Engineering, 
Traffic and Warehousing Sections. Division chiefs are at headquarters 
in Montreal. In some instances sales are completed at Head Office but 
the greater volume flows through the Branch Sales Offices, twelve in 
number, established in Halifax, Moncton, Montreal, Ottawa, Toronto, 
London, Port Arthur, Winnipeg, Regina, Calgary, Edmonton, and Van- 
couver. 


The Corporation has an agency in Newfoundland, a representative 
in the United Kingdom and contacts in the United States. 


The policy is to distribute through the normal channels of distribu- 
tion, but individuals may make direct purchases of aircraft, real estate, 
ships, and some capital machinery, following the procedure of com- 
mercial transactions usual in these specialized fields. 


When departmental stores were in development, it was the boast 
of one famous establishment that it sold everything from a needle to 
an anchor. A review of sales completed by War Assets Corporation will 
find both these items as well as the: “ ... shoes—and ships — and 
sealing wax .. .” of which the walrus was anxious to talk. The 
Corporation has even gone 50% of the way through “Cabbages and 
Kings,” the cabbages being dehydrated ones, sold to a soup manufac- 
turer along with other vegetables of the same kind. Most of the shoes 
sold by War Assets are for relief in Europe. The ships range from 
over-age destroyers to be broken up, to small harbor craft and include 
damaged cargo vessels, capable of repair and refitting for sea; sealing 
wax was sold by the chemical section to be used for sealing packages. 
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These are items taken at random from a list of sales compiled from 
orders which go through the alphabet, beginning with “abrasives” and 
ending with “zippers.” 


The list is so extensive that even when abbreviated the condensed 
version requires four large typed pages. As an example of the number 
and diversity of material sold, under the heading of radio components 
and ancillary equipment, a note explains that “Approximately 5,000 
items have been handled in these types and classifications.” 


These sales cover many categories, the most numerous being those 
coming within the group known as consumer goods. This classification 
deals with articles in daily domestic use, such as are detailed in any 
stout mail-order catalogue. It is this group which interests householders, 
whether rural or urban. Types of consumer goods sold by the Corpora- 
tion are frequently numbered in hundreds of thousands, for example, 
men’s shirts, surplus to service requirements, sold to trade distributors 
and marketed through shops from coast to coast. More than 200,000 
metal utility boxes have been sold and nationally distributed. Their 
original use was to package land mines and when no longer required for 
that purpose, they were passed to the Corporation, sold by the latter and 
then advertised by the retail outlets as suitable for heavy tools and 
handy storage. They are now finding new usefulness in homes, barns 
and sheds, from Sydney to Prince Rupert. 


Large quantities of used army clothing repaired and reconditioned 
by the, Corporation, while substantial in numbers and value, had no 
effect in lessening civilian shortages in Canada because all of it was sold 
to relief organizations for shipment to devastated countries. 


Sales were effected by thousands of such items as outmoded army 
steel helmets, airmen’s leather helmets, airmen’s lined flying boots, 
gauntlets, goggles and men’s belts. These items reached the public 
through the usual shops. The helmets, both steel and leather, appealed 
to boys, and sold readily as play equipment. In this category appears 
an item of 47,000 dummy rifles, wood shaped to simulate a rifle and used 
for Cadet drill. 


Articles selling readily at auction sales were double-tier beds, 
barracks tables and kitchen chairs. The beds are steel frames with 
stout springs useful for institutions, the home or camps, and they proved 
popular sales items wherever offered. The tables usually offered at 
auction sales are quickly snapped up because of the lack of such articles 











40 The Quarterly Review of Commerce 


in furniture departments, while chairs, another scarcity in civilian 
shops, have never been available in sufficient numbers at these sales. 


Some war surplus materials in the Consumer Goods classification 
are appearing on the market in quite different guise, their purchasers 
displaying ingenuity in adaptation. Plexiglass used in aircraft, tough 
yet pliable, has gone social in the form of costume jewelry. Parachutes 
contain a considerable area of nylon, sewn in sections. A craftsman 
salvaged surfaces of this textile free from threads and made them into 
smart “silk” lamp shades. 


A different form of adaptation was initiated by a manufacturer 
who purchased surplus aircraft wheels and tires to make trailers, useful 
on farms and in factories. The small tail wheels were found useful for 
wheelbarrows, with the consequence that War Assets was enabled to 
sell all wheels available from obsolete aircraft. 


Early in the war an extensive air raid precaution organization was 
established on the East and West Coasts and in Ontario and Quebec. 
Considerable equipment was placed in charge of the provincial groups, 
such as firemen’s clothing, decontamination clothing, stirrup pumps, 
mobile power pumps, fire hose, and large quantities of chloride of lime, 
the latter for decontamination purposes in the event of an enemy air 
raid and the use of poison gas. When precautions became no longer 
necessary, the equipment was declared surplus. Much of it was sold to 
provincial authorities, in British Columbia, for instance, where it was 
sold to municipalities desiring to maintain fire protection. One sale of 
stirrup pumps sent 15,000 to the Department of Veterans Affairs to be 
used as insecticide sprayers on farms occupied by ex-servicemen. The 
power pumps, handy mechanisms in two types, one capable of raising 
420 gallons per minute, the other 150 gallons per minute, have been 
sold to villages, sawmills and other plants, and with them all available 
fire hose. The firemen’s clothing has had ready sale, and the decontamina- 
tion clothing was sold through retail outlets to fishermen as substitute 
material pending the return of oilskins, and to farmers as protective 
clothing when doing spraying jobs. 


Handy tools in small quantities became surplus with the closing of 
air depots and repair shops and quickly sold when offered at auctions. 
Machine tools and cutting tools generally have been disposed of by sale 
to the trade or purchased by contractors operating plants where they 
had been used on war work. 


Two classifications of surplus war material, aircraft and automotive 
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equipment, are in constant demand, and sales are limited only by lack 
of types available for the Canadian market. Combat planes are not 
for sale, because the Department of Transport does not grant certificates 
for aircraft unsuitable for civil use. Fighter planes are not easily 
adaptable to civilian use, and surplus transport planes are few in number. 
Light planes used for training have been sold to Flying Clubs, while 
other types have been sold to purchasers both within and outside Canada. 


Regarding automobiles and auto equipment (road-making 
machinery, for instance), the quantity declared surplus and released 
for sale is far from sufficient to meet the needs of Canadians in cities, 
towns and the country. Trucks, light deliveries and a few cars have 
been sold in all provinces, the number being apportioned as fairly as 
possible. Some of the lightweight capacity Army type trucks were sold 
to farmers through the agricultural federations, these sales being closely 
supervised so as to ensure purchase by men on the land only. 


The jeep forms a continuous interrogation mark. Certainly more 
questions have been asked and answered about this military runabout 
than any other item. The answer remains the same today as when 
first given: there are no jeeps, none having been declared surplus, nor 
has War Assets any information to indicate when this type of vehicle 
will be declared surplus, or the number of units likely to be offered for 
sale, if, as and when such a declaration becomes effective. Contrary to 
popular belief, the jeep is limited in its capacities. Comparatively 
expensive to operate, it is not economically adaptable for farm use, but 
new post-war designed promise improvements which will render the war 
type completely obsolete. 


EpIToR’s NOTE: War Surplus disposals up to October 24, 1945, 
have realized $34,173,800, according to a statement issued by War Assets 
Corporation. This amount includes $9,502,000 receipts for the eleven 
and one-half months from the beginning of operations of War Assets 
Corporation Limited in April, 1944, to the end of the fiscal year in 
March, 1945, and $24,671,800 realized in the six months of the present 
fiscal year to September 30, 1945. Thus the average monthly disposals 
have increased from a little more than $825,000 in the first year of 
operation to over $4,000,000 in the first six months of the current year; 
and the swing is still upward. 


Sales to date of the various classifications of materials were, in 
round numbers, as follows: 
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Machine Tools and Equipment ' ..... $4,772,300 
Real Estate and Buildings............................ 4,181,100 
Ships and Equipment..............................0..... 3,472,700 
ES. filer ae ae uc ee 3,468,500 
Aircraft, Parts and Equipment...................... 3,415,100 
ETE Pa se eC Pao Ree gee 3,031,300 
OS eee 2,575,500 
Automotive Equipment.......................0.......... 2,508,700 
Clothing and Footwear, Old and New........ 2,467,300 
I co ke 2,275,700 
Hardware, Plumbing, Electrica] Goods........ 1,147,700 
Office, Camp Equipment, etce.............. as Ssez 410,500 
Radio and Radar Equipment........................ 332,400 
i a A RRO RO 115,000 


Most of the clothing and footwear went to relief agencies for use 
in Europe. With the exception of machine tools and equipment which 
were located in existing plants, real estate and buildings, ships and 
aircraft materials, practically all other surplus goods which were 
disposed of to the public went through the ordinary channels of whole- 
sale and retail trade. 























SMALL BUSINESS CAPITAL AND INTER- 
MEDIATE CREDIT WITH REFERENCE 
TO THE INDUSTRIAL DEVELOP- 
MENT BANK* 


W. F. LOUGHEED 
Economist of The Canadian Bank of Commerce 


* * * 


T is coming to be widely recognized that the maintenance of a high 
and stable level of employment and income will be a task of great 
complexity and difficulty, and that its solution will almost necessarily 
involve an attack by the whole community on the broadest economic 
front. If the objective of producing the maximum output of goods and 
services is to be achieved, and present living standards maintained or 
even raised, employment in “leaf raking” projects plainly will not be 
good enough. What will be needed are worthwhile jobs in considerably 
greater volume than ever before. Many of these job opportunities must 
be created by the building and utilization of new machinery, and the 
application and improvement of new processes and techniques developed 
during the war. 


In its “White Paper” of April 1945 the Government has indicated 
its intention to “make every effort to create by all its policies favourable 
conditions within which the initiative, experience, and resourcefulness 
of private business can contribute to the expansion of business and 
employment”. In other words, the Government, while undertaking 
to employ appropriate means to ensure adequate total demand, is 
leaving to private business opportunities to produce the goods and 
services to supply that demand and thereby to create a high level of 
employment. The view is held that if this approach is to be successful 
additional employment in existing businesses will not in itself be 
sufficient, and that what will be needed will be more givers of jobs. 
*The views expressed in this article are those of the author and do not necessarily 
reflect those of the institution with which he is connected. I should like to record 


my indebtedness to Mr. John Emery, Assistant to the Economist, for assistance 
in the preparation of the manuscript. 
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This would appear to mean that the balance between the number of 
job-givers and job-holders will have to be altered. In the words of 
the Harvard economist, Sumner S. Slichter, “A community in which 
everyone attempted to make a living by getting someone else’s payroll 
would be a community of unemployed”. In short, jobs are created 
under our economic system by resourceful men who have, or think 
they have, discovered opportunities for profitable effort and invest- 
ment and, accordingly, it follows that if the level of employment is 
to be raised, the number and quality of those launching new business 
ventures must be increased. 


So much may serve to indicate the attitude of those who see in 
new enterprises and “small business” the source of a substantial part 
of the increased job opportunities which are wanted in the post-war 
period. A few words may also be said regarding the view that a 
large number of competing units are essential to provide the flexibility 
without which a “free market” economy would be unable to function 
properly. It is widely held that, as a condition of stability, the economic 
system should be able to adjust itself without great friction to changes 
in demand and supply conditions, to changes in techniques and inven- 
tions. It is feared, among other things, that should undertakings or 
groups of businesses in a predominant or monopolistic position fail 
to broaden their markets by selling more at lower cost than less at 
higher cost (providing production costs permit), additional purchasing 
power made available by government action for the purpose of stimulat- 
ing employment might be absorbed in increased profit margins instead 
of in increased employment. 


This whole question is, of course, controversial and it can be no 
more than touched upon here. The main point, perhaps, is that the 
belief is held by many people that the continuance of a democratic 
economic system depends in considerable measure on the maintenance 
of effective and vigorous competition. This thought was expressed 
by the late President Roosevelt in a message to Congress in April 
1938 dealing with the concentration of economic power. Among other 
things, he said, “Business enterprise needs new vitality and the 
flexibility that comes from diversified efforts, independent judgments, 
and vibrant energies of thousands upon thousands of independent 
businesses”. 


At the same time there is recognition that if competition is to 
be fostered with the object of providing a more effective regulator in 
the economy, it must nevertheless in large measure be a free and 
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natural development, not a hot-house plant nourished by artificial 
stimuli. “Big business” has many well-known advantages in certain 
fields in which the promotion of competing small enterprises would 
in all likelihood prove to be a very wasteful method of attempting 
to place a check upon monopolistic practices. However, by general 
agreement, there are certain industries in which small and medium- 
sized plants can operate efficiently if not at an absolute advantage over 
the large-scale concern. Examples of such industries are: those in 
which the raw material is highly perishable, as in the case of dairies 
or cheese and canning factories; those in which the raw materials are 
widely scattered and transportation costs of the finished product are 
high, as in brick and tile manufacturing; those in which highly skilled 
labour is an important element, as in engraving, or where products 
are not standardized, as in the case of producers of custom-made 
clothing, furniture, etc. In some branches of the clothing and textile 
industries where there may be frequent and drastic changes in style, 
the small plant by reason of its flexibility may have a distinct advantage. 


INTERMEDIATE CREDIT AND SMALL BUSINESS CAPITAL 


With the role of small and medium-sized business receiving con- 
siderable prominence in post-war planning discussion, it was perhaps 
natural that when problems of economic reconstruction came into the 
foreground the Government should direct its attention to the financial 
machinery available to assist in achieving a higher level in industry 
“with particular consideration to the financing of small enterprises”, 
to quote from the preamble to the Industrial Development Bank Act. 


In this field there was thought to exist a gap which may be defined 
as embracing two main aspects: (1) intermediate credit, and (2) 
small business capital. Intermediate credit, sometimes called “term” 
credit, is usually understood to refer to borrowings repayable over 
a period longer than one year and less than fifteen years. Suppose 
that a concern sees an expanding market for its products which it 
can meet only by enlarging its capacity through the acquisition of 
improved or additional equipment, and that it has been unable, because 
of taxes or otherwise, to set aside sufficient reserves out of profits to 
take care of the expenditures involved. Where is it to obtain the money? 


The traditional practice of commercial banking, which has been 
adhered to by the Canadian chartered banks, sanctioned certain rela- 
tionships of banks to business enterprises, which excluded medium and 
long-term loans. This theory, which largely evolved out of the experi- 
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ence of British banking during the 19th century, held that commercial 
bank credit should be extended as a general rule on a short-term 
basis to provide funds for the manufacturing or holding of commodities 
during temporary peaks in activity such as seasonal operations. Of 
such a nature are loans to finance the grain harvest, the canning of 
vegetables and fish, or the taking out of a cut of timber, where the 
assets created, or processed, or transported with bank assistance, 
provide the source of liquidation as they move into the market. All 
fixed capital requirements of a business as well as minimum working 
capital needs at seasonal low points in inventory were expected to 
be satisfied by equity or funds borrowed on long terms. Related to 
this framework, designed to ensure that bank assets were kept in 
liquid shape, is the prohibition contained in the Bank Act against 
lending on the security of land or chattel mortgages. 


While there may have been some breach between this theory and 
banking practice as it has developed in Canada in recent years, any 
breach has not been wide, and it is apparently recognized, as was 
brought out in evidence given before the Banking and Commerce 
Committee at Ottawa last year when the Industrial Development 
Bank was under consideration, that it is not the function of the 
chartered banks to provide business with permanent capital, and that 
no criticism can be attached to them on the score of their having 
refrained from doing so. 


What a concern such as has been mentioned needs, however, is 
more permanent capital. A loan from a mortgage corporation or an 
insurance company might be possible in some cases but in others this 
would not serve the purpose. If a concern is large enough a stock 
or bond issue might be floated in the investment market. This, it is 
generally believed, would be almost impossible if the concern were 
not widely known and had not a fairly long record of satisfactory 
earnings. The distribution to investors of securities of small and 
possibly unknown enterprises is a difficult, expensive, and often an 
abortive task. The investigations and legal requirements attendant 
upon the floating of a security issue in the case of a small business 
likely would be costly, probably out of reasonable relationship to the 
amount of capital required. Another alternative source would be to 
obtain capital privately, but it is claimed that even if the amount of 
money needed could be found, it would frequently be at the cost of 
surrendering control of the business, possibly into less capable hands. 


Discussions of the extent to which small and medium businesses 
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have been hampered in the foregoing respects have given rise to quite 
wide variations of opinion. However, the attitude of the Dominion 
Government and its advisers was that such a “gap” did exist in the 
financial machinery of the country and that it was important for the 
purpose of post-war development that it be filled. Their answer to 
the problem was the introduction of the Industrial Development Bank 
Act in the 1944 session of Parliament. After exhaustive discussion 
before the Banking and Commerce Committee of the House, the measure 
was passed on 5th August, proclaimed 21st September, and the new 
institution commenced operations on lst November 1944. 


ORGANIZATION 

The Industrial Development Bank is incorporated by the relative 
Act as a wholly-owned subsidiary of the Bank of Canada. Manage- 
ment is in the hands of a general manager responsible to an executive 
committee, which has the same personnel as that of the Bank of 
Canada. The nominal head office is at Ottawa, although the general 
manager’s office is in Montreal. Regional supervisors are located at 
Toronto and Vancouver, and it has been intimated that additional 
branch offices will be opened if conditions warrant it. 


With regard to the question why a government-owned rather 
than a privately-owned institution was set up, the Deputy Minister 
of Finance, Dr. W. C. Clark, in giving evidence before the Banking 
and Commerce Committee said, in part, “The first point is that this 
is an institution which is being set up to do certain things which 
private enterprise has not done in the past and which, in my opinion, 
it can scarcely be expected to do. . . . The type of loan intended here 
is a type which private institutions, as we have set them up in this 
country under the laws of this parliament for the most part, are not 
equipped to do and probably should not do. . . . In the second place I 
would point out that the chances of profit in the operation of an insti- 
tution like this are ... very modest and the risks are probably 
considerable. . . . Therefore, it seems to me appropriate that the 
type of institution set up to perform this function should be essentially 
a non-profit making institution which goes out to render a service 
that is needed rather than to make profits primarily”. A further 
point mentioned by Dr. Clark was that, since the success or otherwise 
of many of the “marginal” enterprises with which the bank likely would 
be concerned might depend to a considerable extent upon the successful 
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fields, a government agency might be in a better position than a 
private institution to estimate or appraise the outcome of these policies. 


Dr. Clark went on to outline the reasons for making the Industrial 
Development Bank a subsidiary of the Bank of Canada rather than 
an independent government agency: (1) precedent—the Bankers 
Industrial Development Company, a British institution with similar 
functions, was a partially-owned subsidiary of the Bank of England; 
(2) the desirability of co-operation, and of having the operations of 
the new institution dovetail into the monetary policy of the Bank 
of Canada; (3) the confidence which the government had in the Bank 
of Canada management; and (4) through its intimate contact with 
the Industrial Development Bank the Bank of Canada would be brought 
into close touch with conditions and problems of small business through- 
out the country. 


The authorized capital of the Industrial Development Bank is 
$25 million, of which $10 million was paid up at its inception. The 
Bank has borrowing power, by way of debentures, which are not 
to be guaranteed by the Government but are made eligible investments 
for the Bank of Canada, up to an amount not exceeding three times 
its paid-up capital and reserve fund. The maximum amount which the 
Bank could lend or guarantee, under the existing Act, is therefore 
$100 million. 


The Bank is precluded from accepting deposits from the public, 
except “for the purpose of facilitating the payment of moneys owing” 
to it. Provision is made for monthly and annual reports to the Minister 
of Finance, and for an annual report to Parliament. 


FUNCTIONS AND POWERS 


The purpose of the Industrial Development Bank, in the words of 
the preamble to the Act of Incorporation, is to promote the economic 
welfare of Canada: 

ae ee by increasing the effectiveness of monetary action through 

ensuring the availability of credit to industrial enterprises which may 

reasonably be expected to prove successful if a high level of national 
income and employment is maintained, by supplementing the activities of 


other leaders and by providing capital assistance to industry, with 
particular consideration to the financing of small enterprises”. 


It will be noted that the facilities of the Bank are restricted to 
providing capital to “industrial enterprises”. These are defined in the 
Act as businesses in which “the manufacture, processing or refrigera- 
tion of goods, wares and merchandise, or the building, alteration or 
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repair of ships or vessels or the generating and distributing of 
electricity is carried on”. The credit requirements of the distributive 
trades, such as wholesalers and retail stores, and service establish- 
ments such as restaurants, garages or laundries, do not come within 
the scope of the Bank’s functions, as it was believed that their needs 
for the most part related to current credit for the financing of 
inventories, which was provided by the chartered banks and other 
existing sources. Farmers are also excluded from the provisions of 
the Act in view of the facilities for intermediate and short-term agri- 
cultural credit provided by the Farm Improvement Loans Act which 
was passed at the same session of Parliament. 


In line with the conception of the Bank as an institution designed 
to supplement the activities of other lenders, Scetion 15 of the Act 
provides that credit may be available to applicants if such “would not 
otherwise be available on reasonable terms and conditions”. The Bank 
is ostensibly given considerable leeway as to the financing of enter- 
prises “which may reasonably be expected to prove successful if a high 
level of national income and employment is maintained”, but this is 
modified by the provision limiting assistance to applicants where “in 
the opinion of the Board the amount of capital invested or to be 
invested . . . . is such as to afford the Bank reasonable protection”. 


Subject to the aforementioned limitations, quite broad powers are 
given to the Bank to make capital funds available to borrowers. It can 
lend directly, or it can participate in or guarantee loans made by the 
chartered banks or other parties. In the case of corporations it can 
purchase, or underwrite, issues of stock, bonds or debentures. There is 
no lower limit on the size of loans. As to an upper limit, it is provided 
that the total made available in individual amounts, or in several 
amounts to the same borrower, in excess of $200,000, is not to exceed 
$15 million. 


The Bank is given broad powers with respect to the taking of 
security. Briefly, all types of security available to the chartered banks 
may be taken, including assignments of merchandise, in a manner similar 
to security under Section 88 of the Bank Act, as well as mortgage 
security on lands and chattels. 


No limitation is placed on the term of loans which the Industrial 
Development Bank may make. In practice to date, most loans have 
been repayable in instalments over a period of five years or under, 
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although some loans for as long as ten years have been made. No 
stipulation is made in the Act with respect to the rate or rates of 
interest, or other remuneration, which may be charged. To date, the 
Bank has charged all applicants at the rate of five per cent, irrespective 
of size, term, or security. 


The Bank’s statement, as at 3lst August, 1945, showed total loans 
outstanding of $711,966, and no contingent liabilities in the form of 
guarantees or underwriting agreements. Considering that the institu- 
tion had by then been in operation for ten months, the volume of 
financing undertaken may impress the observer as somewhat small. 
Could it be that the “gap” which, it was said, existed in the financial 
machinery of the country is not in fact as wide as had been thought? 
Or is it that reconversion may not yet have progressed to the point 
where many individuals and concerns can see their way to launch new 
projects? Obviously, it is too soon to attempt any definite answers to 
these and other questions which come to mind. 


Further speculation relates to the question whether the credit 
policy followed by the Bank may not have been unduly cautious. If it 
be considered that one of its important functions is to assist in stimu- 
lating employment, which would appear to be in line with the general 
tenor of thought behind the setting up of the institution, a certain 
degree of venturesomeness would seem to be called for in cases where 
the applicant’s proposition is one which might create a worthwhile 
number of jobs, and which at the same time could “reasonably be 
expected to prove successful if a high level of national income and 
employment is maintained.” Put it another way, there is a feeling that 
if too low a loss ratio should be aimed at, one of the principal purposes 
for which the institution was created might tend to be defeated. This 
does not mean, of course, that it would be good policy to throw money 
around recklessly. The Bank is operating in a new field where a certain 
period of trial and error in formulating credit policy might reasonably 
be expected. In any event, criticism would seem premature. 


Finally, it is to be remembered that all that can be expected of the 
Industrial Development Bank is that it ensure that worthy small and 
medium-sized enterprises are not hampered by lack of capital for 
development and expansion. The Bank provides no substitute for 
knowledge, resourcefulness and initiative which must come from business 
itself. Moreover, it is only one of several measures which have been 
or will need to be made operative if a favourable climate for the effective 
working of that experience and initiative is to be created and maintained. 
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THE COLLEGE PUBLICATION AS AN 
ADVERTISING MEDIUM 
ROBERT M. CAMPBELL 


HE college publication, whether it be an annual, a semi-annual or a 

quarterly, or whether it is published more or less frequently, is 
not designed per se to be an advertising medium. It is designed to 
interest a select audience. Its “target”, to use an advertising expression, 
is a relatively small group of people who are interested in the some- 
what esoteric news and views it expresses. When it confines its energies 
and its ambitions to such narrow limits, it can aspire to greatness. 
When it broadens its scope it dulls its edge and becomes just another 
small circulating medium in a badly cluttered field. 


Were it not that college publications cost money to produce, it is 
doubtful if any of them would seek advertising. There would be no 
purpose in their doing so. It is unfortunate that any of them must. 
For advertising adds nothing to their objective and less than that to 
their singleness of character. Advertising is a commercial device the 
sole purpose of which is to create commercial profits, either directly or 
indirectly, for its sponsor. Its purpose is utterly at variance with the 
purpose, as stated above, of the college publication. To blend the two 
in the one publication is a disturbing anachronism. Ideally, college 
publications should not carry advertising. 


But the ideal, in most cases, is impossible. To obtain sufficient 
revenue to publish at all, most college publications are forced to accept 
advertising. Further, they are forced to solicit advertising. And, 
anachronistically again, many are forced to or choose to solicit adver- 
tising by methods that are at once repugnant to good taste and a travesty 
on the very purpose of the publication itself. Cannibalistically, they 
eat their own ideals. The fact that many college publications do not 
stoop to base methods in soliciting advertising does not save them being 
tainted by the methods of those that do. In the public eye, virtue is 
evaluated at its lowest common denominator. 


Yet, despite the relatively high cost per reader and the many other 
disadvantages of the college publication (including “bastard” page sizes 
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that increase production costs, lack of concentration in measurable 
market area, infrequency of publication that results in lack of sustained 
penetration, limited opportunities for illustrating advertisements due 
to quality of paper and mechanical insufficiencies, etc., etc.), the college 
publication does offer opportunities to certain advertisers. Our purpose 
here is to explore these opportunities and to evaluate them. 


First, let us examine the purpose and the practice of advertising 
itself. 


The purpose of advertising is to extend a sphere of influence beyond 
the limits that can be reached by personal contact. A salesman may 
make ten calls a day. An advertising message in a mass circulating 
medium can make a million calls. The salesman’s calls may cost the 
sponsor $2.00 each. The calls made by the advertisement may cost $2.00 
per line per million readers. Advertising is cheaper than personal 
contact. It is not always as effective, but, cumulatively, it “pays off”. 
Otherwise it would not exist. 


In practice, a manufacturer selling a typical mass product such as 
soap, chewing gum, cigarettes, candy, beverages, etc., seeks the largest 
advertising readership obtainable for the money expended. He measures 
the value of his advertising by the number of prospects who can be 
reached by it in the market areas where he distributes and by the cost 
per person so reached. And, in the cases cited above, everyone is a 
prospect. The advertiser has other measurements of evaluating the 
effectiveness of the presentation of his advertising message. That is 
another subject. Consideration of the advertising message is not to be 
confused with consideration of the media in which it is circulated. 
These considerations are complementary, but not parallel. 


In his measurement of daily newspaper advertising costs, one of 
the yardsticks the advertiser employs is what is known as the milline 
rate. The milline rate is the cost per agate line per million readers. 
An agate line is a space one-fourteenth of an inch deep by a column 
width of two inches. If a newspaper has a circulation of a million 
readers and charges one dollar per agate line, its milline rate is $1.00. 
If it has a circulation of half a million readers and charges one dollar 
per agate line, its milline rate is $2.00, and so on. 


But all manufacturers are not selling things that they hope to sell 
to every newspaper reader. Manufacturers of perfumes, expensive 
jewellery, machinery, ships, airplaines, bird whistles and kangaroo traps 
seek to reach a selective audience. To these manufacturers a daily 
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newspaper has too much “waste” circulation to make its use profitable 
in most instances, because too few of the readers are sales prospects. 
Therefore, these manufacturers pay a higher cost per reader to reach 
a selective audience. If only ten per cent of daily newspaper readers 
are prospects for the advertised product, perhaps a magazine devoted 
exclusively to the particular field in which the product is sold will bring 
better results per dollar expended. Its circulation may be relatively 
small and its cost per message high, but possibly 100% of its readers 
are prospects. Such a magazine may be a better “buy” even at higher 
rates than the daily newspaper that is read by both the interested and 
the disinterested. Such selective media are known as “class media”. 
They reach a special class. 


And so the college publication. It appeals to a special “class”, 
i.e., those who are deeply interested in the news and views expressed in 
their particular college publication. True, they read daily newspapers 
and a multitude of other publications as well. But these media are 
relatively remote. The college magazine that is really attuned to the 
interests of its readers has all the influence of a family friend and 
counsellor compared to an itinerant salesman. The advertising message 
in the college publication, if the advertisement goes out of its way to 
appeal directly and singly to the specific interests of the readers of that 
publication, can have more “sales influence” on him than if it broadens 
its appeal to the public at large. This is known in advertising circles 
as “penetration”. 


“Penetration” is all the college publication has to offer the adver- 
tiser. It cannot offer low cost per message per reader. In fact, measured 
by this standard its costs are shocking. The size and shape of its pages 
require special advertising. And special shapes and sizes increase 
advertising production costs. It cannot offer frequency in the same 
sense the daily newspaper can. It cannot offer “blanket” coverage of 
markets as measured in the commercial sense. It lends itself poorly to 
illustrative material and “eye catching” devices. And it does not cover 
any field that is not also covered by at least one daily newspaper, and 
probably many other publications. But it can offer “penetration” to a 
degree that makes it a “number one” “buy” for certain advertising 
appeals. 


To which advertiser does the college publication offer opportunity ? 
Certainly not to those selling mass consumer products, except in those 
cases where the policy of the advertiser is to exercise public relations 
or institutional pressure on the college publication reader for some other 
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reason than the immediate unit sales which may be made to that reader. 
Such a reader is also a reader of daily newspapers, magazines, and other 
less expensive media. He can be reached through such general media 
at a lower message cost. Because he is bracketed in a more intellectual 
field than the “general” level, does not make him a better prospect for, 
let us say, “pop” than is the shoe shiner on the street corner. In direct 
sales terms his consumption of “pop” is not such as to warrant paying 
a higher cost to bring “pop” to his attention. At this level he is probably 
not as good a prospect as is the news boy. To spend more money to get 
his business is uneconomic. And he is reached by lower cost mass media 


anyway. 


As the cost of the merchandise sold rises from impulse purchase 
items up through standard staples and eventually into the luxury class, 
the college publication comes more closely into focus. In the higher ranges 
of merchandise, the advertiser is turning away from mass media buying 
and giving increasing attention to the specific publications that cover 
the various “class” fields at which he is aiming his sales efforts. 


But this progression still does not necessarily indicate the college 
publication as a “buy”. In most “class” fields there are other publications 
more pertinently directed at the advertisers’ target. Still it is at this 
level that the college publication first merits consideration as a means 
of direct influence in selling merchandise. 


There is, however, one merchandise field in which the college publica- 
tion may be given serious consideration. That is the field embracing 
commodities and services of direct and more or less exclusive interest 
to the college publication reader. 


Fountain pens are purchased by the literate. Every reader of 
college publications is a prospect. 


Travel and resort advertising is another prospect for the adver- 
tising department of such publications. Educational books is another. 
University extension courses is still another. 


But, because these items may have a place in the college publica- 
tion’s advertising pages does not mean that the college publication is 
necessarily a “buy” for such advertisers. The cost per message per 
reader may be, and frequently is, higher in such publications than in 
other “class” media reaching prospects for such items. If the adver- 
tising appropriation of such advertisers is large, college publications 
may be included as “extra” or “supplementary” circulation. If the appro- 
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priation is small, the college publication may be an uneconomic adver- 
tising purchase. 


There is, however, one field in which the college publication can and 
should be given prime consideration. That is the field of public relations 
or institutional advertising. The college publication reader is an edu- 
cated person. To a degree he exercises thought leadership and influence 
on his contacts. His opinions in their influence on the thought patterns 
of his contemporaries are worth cultivating. The impact of that influence 
is worth more to the advertiser in many cases than is the personal con- 
suming quotient of the individual exercising such influence. There is 
a physical limit to the number of cigars Churchill can smoke. There is 
no measurable limit to the number of cigars that may be purchased by 
those who idealize Churchill as a prototype. This analogy may be 
widened to include many fields of influence in which the opinion or 
habits of the college publication reader may be valuable in their cumula- 
tive effect on sales. 


And it is well to note that such influences follow a progression from 
the top down, rather than from the bottom up. The pool room player 
smokes cigars because Churchill does. Churchill does not smoke cigars 
because the pool player does. Influence flows from the top of the 
pyramid downward. The college publication reader, influence-wise, is 
high up on the pyramid. 


Companies maintaining research foundations, proponents of political 
or sociological doctrines, and all advertisers seeking the influence of 
thought leaders—these should be the first prospects for the college 
publication’s advertising department. To such advertisers they can 
offer a real service. They can deliver value for money received. 


Building the college advertising platform on such a plank is certainly 
more sound and more ethical than “chisseling”’ advertising that is a 
“hand out” from “a friend”, or advertising that local pants pressers are 
forced to contribute to avoid being boycotted by the undergraduate trade. 


To conclude, the college publication has a place, and a very definite 
one, in the advertising field. Its groove is a narrow one, but in that 
groove it merits prime consideration. 
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Illustrated above is the birthplace of oil. 
Drawn from a model built by modern 
scientists, our picture shows the marine 
life that existed on the floors of ancient 
seas which covered large parts of our 
continents and more than half of Canada 
—300 million years before man came 
upon the earth. 


A miracle took place 

As generation after generation of these 
strange-looking plants and fish and under- 
water animals died, they settled down into 
. the mud of the ocean bottom. And all the 
time, great prehistoric rivers were sweep- 
ing seaward the remains of animals and 
plants that lived in the forests. Along 
with millions of tons of silt, these too 
were deposited on the sea floor. 

As the ages rolled by, a miracle took 
place. Buried under the salt water, the 
mud and silt turned to limestone and 
shale . . . the fatty parts of the plant and 
animal matter underwent a chemical 
change and became oil. 


The earth’s crust shifted 
Then came a time of great upheaval, when 
the submerged lands thrust upwards, 

ushing back the shallow, inland seas. 
he old sea floors, with their layers of 


rock and oil, were cast up high and dry 
to form parts of today’s continents. 
Some of the oil seeped to the new earth’s 
surface, to form asphalt pits such as are 
found in Trinidad and California. But 
most of it was buried thousands of feet 
below ground level. There, mixed with 
salt water and gas, it soaked into sandy 
pockets and pools where it was trapped 
and walled in by masses of hard rock 
through which the oil could not seep. 


Hundreds of useful servants 


Today these underground stores of oil, 
found in many parts of the world includ- 
ing Canada, are of great service to man- 
kind. Not only do they provide the 
gasoline and oil to drive and lubricate our 
motor cars; they are also the source of 
essential petroleum products that serve 
the factory worker, the painter, the 
printer, the doctor, the railroadman, the 
roadmaker, the housewife and the farmer. 


It may surprise you to know, for example, 
that Imperial Oil Limited makes several 
hundred individual petroleum necessities 
for Canadians, in its refineries in British 
Columbia, Alberta, Saskatchewan, Onta- 
rio, Quebec, Nova Scotia and Northwest 
Territories. 


IMPERIAL OF LEMETED 


*According to geologists, 
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* * some of today’s oil-bearin 
IMPERIAL earth strata were forme 
PRODUCTS in the “Ordovician Age” 


which began 300 million 
years ago. 
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“SOMERVILLE LIMITED 


London - Toronto - Montreal - Brantford - Windsor 


BME 








Packaging, Games and Toys, 
Lithographing and Printing, 
Point-of-Sale Displays. 


A COMPLETE PACKAGING SERVICE 












































Supersilk Hosiery Mills 


“Makers of Canada’s Finest 
Hosiery Creations” 
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Canada 
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MEMBERS OF THE FACULTY, ALUMNI 
AND STUDENTS 
Are cordially invited to make this Century-Old 


Institution their Banking Home. 


THE BANK OF NOVA SCOTIA 


Established 1832 












































H. J. JONES sons 


LIMITED 


Lithographing 
Printing 
Embossing 
Box Making 


London Canada 
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PROFESSIONAL DIRECTORY 





J. A. NELLES & SON 


Insurance Brokers 
Royal Bank Bldg. Richmond St. 
Metcalf 343 


LONDON 


E. H. NELLES H. A. SMITH 





JEFFERY & JEFFERY 
Barristers, Solicitors, Etc. 


7 MARKET LANE 


London Canada 





MOORE - SMYTH - WILLIS 


Limited 
GENERAL INSURANCE 


260 Dundas St. Met. 5664 





VICTOR JACKSON 
GENERAL INSURANCE 


476 Richmond Street 


MET. 3066 LONDON 





G. M. GUNN & SON 


P. A. DuMoulin R. A. Fisher 


GENERAL INSURANCE 


4 & 5 Alma Block, 361% Richmond St. 
ONTARIO 


LONDON 





Carrothers & McMillan 
Successors to 
Macpherson, Perrin & Carrothers 
Barristers, Solicitors. Etc. 
C. C. Carrothers, B.A., LL.B. J. F. McMillan,B.A. 


BANK OF TORONTO BUILDING 
404 TALBOT ST. LONDON, CANADA 





Business Forms and Books 
Ruled and Printed to Your Order 


THE CHAS. CHAPMAN CO. 
88 York St. Metcalf 370 





THE LITTLE STUDIO 
of 


WALTER DIXON 


Graduate Portraits 





JACK TILLMANN, M.A. 


INSURANCE OF EVERY KIND WITH 


“SERVICE” 
78 Dundas St. Office - Met. 1677 
London, Ont. Res. - Met. 2025 





ELMO W. CURTIS 
INSURANCE 
371 Richmond Street 


Metcalf 1134-W London 





“TOMORROW'S STYLES 
TODAY" 


ANDERSON & NEILL 
MEN'S WEAR 


192 Dundas Street (Next to Loew's Theatre) 
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PROFESSIONAL DIRECTORY 





THE BASIS OF INSURANCE IS 
SECURITY 
Before Renewing or Placing Insurance 
See the Agent for 
The Home Insurance Company 


Dundas Building London, Ontario 





WM. C. BENSON & CO. 


Chartered Accountants 
267 Dundas St. 206 Douglas Bldg. 
LONDON, ONT. WINDSOR, ONT. 
Phone Met. 3480 Phone 3,0820 
86 Bloor St. West 
TORONTO, ONT. 
Kingsdale 6332 





HAY STATIONERY CoO. 
LIMITED 
Complete Office Outfitters 
331 Richmond Street 


LONDON ONTARIO 


Phone Met. 5600 





MURPHY, FORDHAM & DURDIN 


Barristers, Solicitors. Etc. 
Albert H. Murphy, K. C. Oliver W. Durdin 
R. S. W. Fordham, K.C. W. Don Smith 


New Bank of Toronto Building 
Dundas and Wellington Streets 


LONDON CANADA 





E. A. Siegrist & Co. Limited 


INVESTMENT DEALERS 


Canadian, Government, Municipal 
and Corporation Bonds 


New Bank of Toronto Grand Central 
Building Hotel 
London, Ont. Grand Hotel 


St. Thomas, Ont. 





Campbell, Lawless, Parker 
& Black 


Chartered Accountants 


LONDON 
Huron & Erie Building 


ARANTO) 
TORONTO 


6 Adelaide St. 





Compliments of 
Carling Insurance Agency 


General Insurance Brokers 
Bank of Montreal Chambers 


1 Market Place Metcalf 2322 
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London 





CANADIAN GOVERNMENT, 
AND CORPORATION BONDS 
Orders Executed on All Exchanges 


Isard, Robertson & Co., Ltd. 





MUNICIPAL 


* 


Ontario 



































Dealers in 
GOVERNMENT, MUNICIPAL 
and 


CORPORATION BONDS 


Mrptanps SECURITIES 


_ LIMITED 


LONDON TORONTO 


























Compliments of 


McCormick’s Limited 


Manufacturers of 


FINE BISCUITS AND CANDIES 
eit 


LONDON 


























UNIVERSITY OF WESTERN ONTARIO 


London, Canada 


What Career? 


1. More than 50% of the college and university graduates of 
this continent go each year into business. In recent years an increas- 
ing number of college men are taking courses in Business Adminis- 
tration in order to prepare themselves more thoroughly for an 
executive career in the business world. 


2. The universities of Canada are making a real contribution 
toward the material, economic and social development of this 
Dominion. With an estimated population of 11,500,000 we are 
graduating more than 6,000 men and women each year. This is 
equal to one in every 1898.2 of the population. It is claimed that 
there are fewer than 200,000 university graduates in Canada or 
approximately 1.5% of the population. Yet this relatively small 
section provides most of the leaders in the business and professional 
worlds as well as in the social and political spheres. 


3. A business career requires specialized training just as truly 
as in the case of a scientific career or any other line of human 
endeavour where men are called on to use their talents to the 
fullest possible degree. 


4. The courses at the University of Western Ontario in Busi- 
ness Administration, Medicine, Arts and Science, Journalism, etc., 
are designed to make a distinguished future possible for those who 
have the foresight to recognize the opportunities that await them 
through such a course of training. 


Investigate these opportunities at once by writing 


THE REGISTRAR 





























